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TUESDAY,  JULY  27,  1993 

U.S.  Senate, 
Subcommittee  on  Oversight  of  Government 
Management,  Committee  on  Governmental  Affairs, 

Washington,  DC. 

The  Subcommittee  met,  pursuant  to  notice,  at  9:37  a.m.,  in  room 
SD-342,  Dirksen  Senate  Office  Building,  Hon.  Carl  M.  Levin, 
Chairman  of  the  Subcommittee,  presiding. 

Present:  Senators  Levin,  Nunn,  Dorgan,  Cohen,  and  McCain. 

Staff  Present:  Linda  J.  Gustitus,  Staff  Director  and  Chief  Coun- 
sel; Paul  Brubaker,  Minority  Staff  Director;  Barbara  Strack,  Major- 
ity Counsel;  Melissa  Greer  Soloman,  Minority  Investigator;  Frankie 
de  Vergie,  Chief  Clerk;  and  Michael  McGaughey  and  J.  Calvin 
Cunningham  III,  Majority  Interns. 

OPENING  STATEMENT  OF  SENATOR  LEVIN 

Senator  Levin.  Good  morning,  everybody.  The  Subcommittee  will 
come  to  order. 

We  are  going  to  have  a  little  change  in  the  schedule  today  be- 
cause of  four  Senate  votes  which  are  going  to  occur  at  10:00  a.m. 
They  are  going  to  be  back-to-back  votes  lasting  15  minutes  each, 
and  that  means  what  we  will  do  is  adjourn  at  10:00  or  shortly 
thereafter  until  about  11  o'clock.  What  we  will  try  to  do  is  start 
with  Senator  Metzenbaum — I  don't  see  him  here — assuming  he 
gets  here.  We  will  then  go  to  the  GAO  and  probably  break  right 
after  the  GAO  statement. 

We  are  here  today,  at  the  initiative  of  our  ranking  Republican 
member,  Senator  Cohen,  to  try  to  identify  and  then  find  ways  to 
curb  wasteful  practices  in  how  the  Federal  Government  manages 
its  buildings  and  its  real  estate.  The  Government  is  a  huge  pres- 
ence in  the  real  estate  market — as  a  builder,  an  owner,  a  landlord, 
a  renter,  and  a  manager.  The  Government  owns  over  450,000 
buildings,  spends  tens  of  billions  of  dollars  each  year  building  new 
ones,  and  paid  about  $2  billion  last  year  in  rent.  The  GAO  esti- 
mates that  the  Government  could  save  billions  of  dollars  over  the 
next  30  years  by  owning  office  space  instead  of  leasing. 

Although  we  should  be  making  decisions  about  these  assets  in  a 
cost-effective,  businesslike  manner,  the  work  of  the  GAO  and  oth- 
ers who  are  expert  in  the  real  estate  field  tells  us  that  we  are  not, 
that  there  are  major  opportunities  for  savings  and  efficiencies  that 
are  being  wasted. 

(1) 


Today  we  are  going  to  try  to  answer  a  number  of  questions  which 
go  beyond  the  policies  and  practices  of  any  one  agency. 

First,  why  is  the  Federal  Government  building  so  many  new 
buildings?  I  think  we  all  know  that  the  real  estate  business  has 
fallen  on  hard  times  in  recent  years  and  that  there  are  office  build- 
ings standing  empty  in  many  of  our  communities.  We  need  to  find 
out  why,  when  more  space  is  needed,  the  Government  can't  buy  ex- 
isting buildings  and  construct  fewer  new  ones. 

Second,  how  does  the  Government  decide  when  to  buy,  when  to 
build,  when  to  lease,  and  for  how  long?  The  individual  agencies 
who  plan  to  use  the  space  play  a  role,  GSA  and  OMB  play  roles, 
and  Congress  plays  a  role.  We  need  to  find  out  if  the  system  is 
working  and  if  it  is  working  fast  enough  so  we  can  respond  to  the 
prevailing  market  conditions. 

Third,  what  are  the  effects  of  the  downsizing  of  Government,  par- 
ticularly the  base  closure  process?  We  need  to  be  prepared  to  take 
advantage  of  this  property,  which  the  Government  already  owns, 
and  make  cost-effective  use  of  it  for  other  Government  purposes. 

The  1990  budget  agreement  contained  new  scorekeeping  guide- 
lines. Those  are  the  rules  that  govern  how  the  administration  and 
the  Congress  evaluate  the  financial  impact  of  Government  deci- 
sions over  time.  The  scorekeeping  rules  were  designed  to  improve 
Government  management  practices  and  accountability,  but  they 
seem  to  have  the  effect  of  pushing  the  Government  into  decisions 
that  are  not  cost-effective  when  it  comes  to  building,  buying,  or 
renting  space. 

I  am  concerned  about  how  the  Government's  needs  are  assessed 
in  the  first  place.  One  of  this  Subcommittee's  principal  activities 
has  been  to  look  at  procurement  matters.  There  is  something  in 
procurement  circles  known  as  "non-development  items";  in  lay- 
man's terms,  that  means  off-the-shelf  items.  The  idea  is  if  the  Gov- 
ernment needs  to  buy  a  hammer,  it  should  buy  a  commercially 
available  hammer.  It  shouldn't  dream  up  exotic  specifications  for  a 
hammer.  Buying  something  off  the  shelf,  when  it  meets  Govern- 
ment needs,  saves  money  and  maximizes  competition. 

The  same  holds  true  for  real  estate.  Unless  the  Government  has 
special  needs,  it  should  not  invent  excessive  requirements  that 
commercial  real  estate  doesn't  meet,  if  you  start  out  with  require- 
ments for  extra  spacing  between  floors  or  super  telecommuni- 
cations capabilities,  no  existing  building  will  do,  and  the  Govern- 
ment ends  up  starting  from  scratch  by  building  a  new  building. 
That  is  an  expensive  option. 

Finally,  I  hope  we  can  keep  our  eye  on  the  big  picture.  There  are 
disagreements  about  the  relative  merits  of  certain  projects  that  the 
Government  has  undertaken.  But  whichever  side  you  are  on  with 
respect  to  a  particular  project,  we  can  all  agree  that  the  Govern- 
ment should  operate  in  a  cost-effective  manner  that  makes  the  best 
use  of  the  taxpayers'  dollars. 

Prepared  Statement  of  Senator  Levin 

We're  here  today,  at  the  initiative  of  our  Ranking  Republican,  Senator  Cohen,  to 
try  to  identify  and  then  find  ways  to  curb  wasteful  practices  in  how  the  Federal 
Government  manages  its  buildings  and  real  estate.  The  government  is  a  huge  pres- 
ence in  the  real  estate  market — as  a  builder,  an  owner,  a  landlord,  a  renter,  and 
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dollars  each  year  building  new  ones,  and  paid  about  $2  billion  dollars  last  year  in 
rent.  GAO  estimates  that  the  government  could  save  billions  of  dollars  over  the  next 
30  years  by  owning  office  space  instead  of  leasing. 

Although  we  should  be  making  decisions  about  these  assets  in  a  cost-effective, 
business-like  manner,  the  work  of  the  GAO  and  others  who  are  expert  in  the  real 
estate  field  tell  us  that  we  are  not — that  there  are  major  opportunities  for  savings 
and  efficiencies  that  are  being  wasted. 

Today  we're  going  to  try  to  answer  several  questions  which  go  beyond  the  policies 
and  practices  of  any  one  agency: 

First,  why  is  the  Federal  Government  building  so  many  new  buildings?  I 
think  we  all  know  that  the  real  estate  business  has  fallen  on  hard  times  in  re- 
cent years,  and  that  there  are  office  buildings  standing  empty  in  many  of  our 
cities.  We  need  to  find  out  why,  when  more  space  is  needed,  the  government 
can't  buy  existing  buildings,  and  construct  fewer  new  ones. 

Second,  how  does  the  government  decide  when  to  buy,  when  to  build,  when 
to  lease,  and  for  how  long?  The  individual  agencies  who  plan  to  use  the  space 
play  a  role,  GSA  and  OMB  play  roles,  Congress  plays  a  role.  We  need  to  find 
out  if  the  system  is  working,  and  if  it's  working  fast  enough  so  we  can  respond 
to  the  prevailing  market  conditions. 

Third,  what  are  the  effects  of  the  "downsizing"  of  government,  particularly 
the  base  closure  process?  We  need  to  be  prepared  to  take  advantage  of  this 
property — which  the  government  already  owns — and  make  cost-effective  use  of 
it  for  other  government  purposes. 

The  1990  budget  agreement  contained  new  scorekeeping  guidelines — those  are  the 
rules  that  govern  how  the  Administration  and  Congress  evaluate  the  financial  im- 
pact of  government  decisions  over  time.  The  scorekeeping  rules  were  designed  to  im- 
prove government  management  practices  and  accountability,  but  they  seem  to  have 
the  unintended  effect  of  pushing  the  government  into  decisions  that  are  not  cost- 
effective  when  it  comes  to  building,  buying,  or  renting  space. 

I'm  also  concerned  about  how  the  government's  needs  are  assessed  in  the  first 
place.  One  of  this  subcommittee's  principle  activities  has  been  to  look  at  procure- 
ment matters.  There's  something  in  procurement  circles  known  as  "non-developmen- 
tal items" — in  layman's  terms,  that  means  off-the-shelf.  The  idea  is,  if  the  govern- 
ment needs  to  buy  a  hammer,  it  should  buy  a  standard,  commercially  available 
hammer.  It  shouldn't  dream  up  exotic  specifications  for  a  hammer.  Buying  some- 
thing off-the-shelf— when  it  meets  government  needs — saves  money  and  maximizes 
competition. 

The  same  holds  true  for  real  estate.  Unless  the  government  has  special  needs,  it 
shouldn't  invent  excessive  requirements  that  commercial  real  estate  doesn't  meet. 
If  you  start  out  with  requirements  for  extra  spacing  between  floors  or  super  tele- 
communications capabilities,  no  existing  building  will  do,  and  the  government  ends 
up  starting  from  scratch  by  building  a  new  building.  That's  an  expensive  option. 

Finally,  I  hope  we  can  keep  our  eye  on  the  big  picture  today.  There  are  disagree- 
ments about  the  relative  merits  of  certain  projects  the  government  has  undertaken. 
But  whichever  side  you're  on  with  respect  to  a  particular  project,  we  can  all  agree 
that  the  government  should  operate  in  a  cost-effective  manner  that  makes  the  best 
use  of  the  taxpayers'  dollars. 

I  commend  Senator  Cohen  for  his  work  in  this  area  and  for  bringing  this  issue 
to  the  Subcommittee's  attention. 

Senator  Levin.  I  want  to  commend  Senator  Cohen  for  his  work 
in  this  area  and  for  bringing  this  issue  to  the  Subcommittee's  at- 
tention. I  now  call  upon  him  for  an  opening  statement. 

OPENING  STATEMENT  OF  SENATOR  COHEN 

Senator  Cohen.  Thank  you  very  much,  Mr.  Chairman,  and  let 
me  thank  you  for  agreeing  to  hold  this  hearing  today. 

I  think  we  all  recognize  that  the  public's  confidence  in  the  Gov- 
ernment's ability  to  manage  its  affairs  has  dwindled  from  slim  to 
virtually  nothing.  There  is  a  widely  reported  survey  available  that 
revealed  that  some  98  percent  of  the  taxpayers  believe  that  the 
Government  wastes  money,  with  little  regard  to  how  that  money  is 
spent  or  if  the  programs  are  successful  or  not. 


Families  in  my  own  State  of  Maine,  and  I  am  sure  in  Michigan 
and  Arizona  alike  across  the  country  right  now,  are  being  asked  to 
pinch  their  pennies,  and  they  are  thinking  very  carefully  about  the 
costs  and  the  benefits  before  they  spend  money  to  replace  an  old 
furnace  or  whether  they  are  going  to  renovate  a  kitchen  in  their 
home.  And  I  think  we  have  to  make  similarly  careful  choices  about 
how  we  spend  billions  of  dollars  to  house  our  Government. 

Showing  what  I  call  utter  contempt  for  basic  laws  of  supply  and 
demand,  and  then  sticking  the  taxpayer  with  the  bill,  the  Govern- 
ment continues  to  build  ambitious  projects  like  VA  hospitals  and 
multi-agency  high-rise  office  towers  in  areas  where  there  are  al- 
ready too  many  private  sector  hospital  beds  or  significant  gluts  in 
commercially  available  office  space.  To  give  you  one  example,  the 
VA  is  currently  planning  to  spend  $175  million  to  build  a  400-bed 
hospital  when,  according  to  an  area  hospital  survey,  there  are  some 
2,120  vacant  hospital  beds  in  the  area  on  any  given  day. 

Another  example  is  right  here  in  Washington  where,  despite  the 
fact  that  there  are  50  million  square  feet  of  vacant  commercial  of- 
fice space,  the  Government  is  constructing  a  1.4  million-square-foot 
office  building  that  will  cost  the  taxpayers  over  $656  million.  And, 
by  the  way,  some  estimates  are  that  it  will  rise  as  high  as  $1  bil- 
lion. This  monumental  project  is  not  needed,  especially  since  the 
Navy  is  vacating  another  1.5  million  square  feet  of  office  space  in 
Crystal  City.  However,  we  are  told  that  it  will  cost  the  Government 
more  than  $450  million  to  stop  the  construction  of  this  facility  and 
then  fill  in  the  gaping  hole  that  the  contractor  has  dug  on  Penn- 
sylvania Avenue  for  the  new  building. 

In  another  case  of  unnecessary  construction,  I  was  pleased  to  see 
that  the  Postal  Service  has  exercised  some  common  sense  when  it 
recently  decided  to  cancel  plans  to  build  a  $200  million  Federal  of- 
fice building  in  Philadelphia  where  the  vacancy  rate  hovers  around 
22  percent.  Peter  Linnemann,  who  is  the  director  of  the  University 
of  Pennsylvania's  Wharton  School  Real  Estate  Center,  commented 
on  that  project.  He  said,  "It  is  blatantly  stupid  to  build  in  this  mar- 
ket. Only  the  Government  would  consider  it.  You  couldn't  find  an- 
other party  in  the  world  who  wants  to  build  right  now."  Well,  the 
Postal  Service  should  be  commended  for  listening  and  for  saving 
hundreds  of  millions  of  dollars  on  this  project. 

But  construction  projects  are  not  the  only  foolhardy  undertakings 
of  our  Government's  property  management  practices.  Leasing  ar- 
rangements are  becoming  increasingly  common  and  increasingly 
questionable.  In  Atlanta,  where  there  is  already  a  30  percent  com- 
mercial vacancy  rate,  the  GSA  has  agreed  to  lease  a  brand-new  1.9 
million-square-foot  building,  which  a  private  developer  is  going  to 
build  explicitly  to  house  Federal  agencies.  If  the  project  is  ap- 
proved, the  Government  will  vacate  more  than  1.2  million  square 
feet  currently  being  rented  by  Federal  agencies  in  six  separate 
buildings.  The  result  of  the  move  is  going  to  be  a  73-percent  in- 
crease in  the  annual  rent  from  $15  million  to  $26  million.  An  Ar- 
thur Andersen  study  concluded  that  if  GSA  proceeds  with  its  plans, 
this  city's  downtown  vacancy  rate  would  increase  to  47  percent. 
The  study  further  concluded  that  by  abandoning  its  plans  to  move 
to  a  new  Federal  center,  the  Government  could  save  $166  million 


over  30  years  by  moving  into  modern  existing  space,  or  $505  mil- 
lion if  the  Federal  agencies  didn't  move  at  all. 

While  some  of  the  blame  clearly  rests  on  the  shoulders  of  GSA 
and  the  agencies  responsible  for  construction,  part  of  the  problem 
rests  with  our  budget  requirements.  As  Chairman  Levin  has  indi- 
cated, OMB's  current  scorekeeping  rules  encourage  leasing,  which 
is  in  most  cases  the  most  expensive  alternative  as  compared  to 
lease-purchase  agreements  or,  indeed,  purchasing  existing  build- 
ings. The  rules  often  prevent  agencies  from  taking  advantage  of  sit- 
uations that  are  clearly  more  cost-effective. 

These  scorekeeping  rules  have  pushed  the  Government  toward 
leasing  and  away  from  ownership.  By  way  of  example,  in  1969  the 
Federal  Government  owned  90  percent  of  the  buildings  it  occupied. 
Today  just  56  percent  of  the  Federal  office  space  is  Government- 
owned.  Consequently,  more  and  more  Federal  dollars  are  going 
down  the  drain  in  rent  with  nothing  to  show  for  it.  Individuals  and 
businesses  alike  understand  the  importance  of  building  equity.  Un- 
fortunately, the  trend  suggests  that  we  in  the  Government  do  not. 

Inflexible  and  questionable  building  requirements  have  also  re- 
sulted in  additional  and  unnecessary  costs  to  the  taxpayers.  Again, 
to  give  you  an  example,  in  Houston,  Texas,  GSA  was  planning  to 
move  the  U.S.  Attorne/s  Office  and  five  other  agencies  out  of  office 
space  that  they  currently  lease  because  the  U.S.  Attorney's  Office 
wants  6,000  more  square  feet  per  floor.  FDIC  is  a  majority  owner 
of  the  current  building,  which  meets  all  GSA  safety  and  access  code 
requirements,  and  can  easily  accommodate  all  other  requirements. 
Nevertheless,  because  one  individual  agency  demanded  a  different 
floor  configuration,  GSA  was  ready  to  uproot  a  total  of  six  agencies, 
and  no  one  knows  exactly  at  how  much  additional  cost.  The  GSA 
Administrator  has  agreed  to  suspend  and  review  the  situation,  and 
I  hope  the  determination  to  bar  the  door  to  single  agencies  riding 
shotgun  over  the  GSA  will  continue. 

Mr.  Chairman,  I  have  a  fairly  lengthy  statement,  but  we  have 
two  of  our  colleagues  here,  in  addition  to  Senator  Metzenbaum.  Let 
me  request  unanimous  consent  that  my  full  statement  appear  in 
the  record  and  simply  indicate  that  this  is  an  opportunity  for  us 
to  review  exactly  where  our  Government  has  been  and  where  we 
are  going  with  respect  to  the  management  of  real  property  issues. 

We  have  an  additional  issue  dealing  with  base  closures  which 
will  make  millions  more  square  feet  available.  We  have  a  require- 
ment, it  seems  to  me,  to  adopt  the  most  cost-effective  rules  possible 
to  allow  the  private  sector  to  bid  in  a  reasonable  fashion  for  some 
of  these  projects  which  they  are  currently  being  excluded  from,  and 
basically  to  see  to  it  that  we  operate  our  Government  on  the  same 
basis  we  are  asking  the  American  people  to  operate  their  personal 
finances  and  endeavors  today. 

With  that,  I  would  yield  back,  and  thank  you  again  for  holding 
the  hearing.  I  look  forward  to  what  I  consider  to  be  some  very  im- 
portant testimony. 

Prepared  Statement  of  Senator  Cohen 

Mr.  Chairman,  I  would  like  to  thank  you  for  holding  this  hearing  today  to  exam- 
ine the  Federal  Government's  management  of  real  property. 

Public  confidence  in  our  government's  ability  to  manage  has  dwindled  from  slim 
to  almost  none.  A  widely  reported  survey  recently  revealed  that  98  percent  of  tax- 


payers  feel  that  the  government  wastes  money,  with  little  regard  to  what  the  money 
is  spent  on — or  if  the  programs  are  successful.  Fueling  this  perception  is  our  govern- 
ment's seeming  inability  to  apply  even  the  most  basic  rules  of  common  sense  when 
it  comes  to  spending  the  taxpayers'  dollars. 

Families  in  my  own  State  of  Maine  and  across  this  country  are  watching  their 
pennies  right  now,  thinking  very  carefully  about  the  costs  and.  benefits  before  they 
spend  money  to  replace  the  old  furnace  or  to  renovate  the  kitchen  in  their  homes. 
We  should  be  making  equally  careful  choices  about  how  we  spend  billions  of  dollars 
to  house  our  government.  Unfortunately,  the  Federal  Government's  management  of 
its  vast  real  estate  inventory  is  one  of  the  clearest  examples  of  how  it  wastes  huge 
sums  of  money  without  considering  whether  it  is  spending  sensibly. 

Showing  utter  contempt  for  basic  laws  of  supply  and  demand,  and  sticking  the 
taxpayer  with  the  bill,  the  government  continues  to  build  ambitious  projects  like  VA 
hospitals  and  multi-agency  hi-rise  office  towers  in  areas  where  there  are  already  too 
many  private  sector  hospital  beds  or  significant  gluts  in  commercially  available  of- 
fice space.  For  example,  the  VA  is  currently  planning  to  spend  $175  million  to  build 
a  400  bed  hospital  when,  according  to  an  area  hospital  survey,  there  are  2,120  va- 
cant hospital  beds  in  the  area  on  any  given  day.  Another  example  is  here  in  Wash- 
ington wnere,  despite  the  fact  there  are  50  million  square  feet  of  vacant  commercial 
office  space,  the  government  is  constructing  a  1.4  million  square  foot  office  building 
that  will  cost  taxpayers  over  $656  million — and  some  estimates  are  as  high  as  $1 
billion.  This  monumental  project  is  not  needed,  especially  since  the  Navy  is  vacating 
another  1.5  million  square  feet  of  office  space  in  Crystal  City.  However,  it  would 
cost  the  government  more  than  $450  million  to  stop  construction  and  fill  in  the  gap- 
ing hole  the  contractor  has  dug  off  Pennsylvania  Avenue  for  the  new  building. 

In  the  case  of  another  unnecessary  construction  project,  I  was  pleased  to  see  that 
the  Postal  Service  exercised  some  common  sense  recently  when  it  canceled  plans  to 
build  a  $200  million  Federal  office  building  in  Philadelphia,  where  the  vacancy  rate 
hovers  around  22  percent.  I  previously  cited  the  project  as  an  example  of  unneces- 
sary spending  when  I  offered  legislation  to  improve  the  cost-effectiveness  of  Federal 
property  management.  In  my  floor  speech  I  quoted  Peter  Linnemann,  Director  of  the 
University  of  Pennsylvania's  Wharton  School  Real  Estate  Center  who,  in  comment- 
ing on  the  Philadelphia  proiect,  stated,  "It's  blatantly  stupid  to  build  in  this  market. 
Only  the  government  would  consider  it.  You  couldn't  find  another  party  in  the  world 
who  wants  to  build  right  now."  The  Postal  Service  should  be  commended  for  listen- 
ing and  saving  taxpayers  hundreds  of  millions  of  dollars. 

Construction  projects  are  not  the  only  foolhardy  undertakings  of  our  government's 
property  management  practices:  leasing  arrangements  are  becoming  increasingly 
common  and  increasingly  questionable.  In  Atlanta,  where  there  is  already  a  30  per- 
cent commercial  vacancy  rate,  the  General  Services  Administration  (GSA)  nas 
agreed  to  lease  a  brand  new  1.9  million  square  foot  building,  which  a  private  devel- 
oper will  build  explicitly  to  house  Federal  agencies.  If  the  project  is  approved  the 
government  will  vacate  more  than  1.2  million  square  feet  currently  being  rented  by 
Federal  agencies  in  six  existing  buildings.  The  result  of  the  move  will  be  a  73  per- 
cent increase  in  annual  rent  from  $15  million  to  $26  million.  In  this  period  of  belt 
tightening  and  Federal  pay  freezes,  this  is  a  particularly  galling  lapse  of  judgment. 
An  Arthur  Andersen  study  concluded  that  if  GSA  proceeds  with  its  plans  this  city's 
downtown  vacancy  rate  would  increase  to  47  percent.  The  study  further  stated  that 
by  abandoning  its  plans  to  move  to  a  new  Federal  center,  the  government  could  save 
$166  million  over  30  years  by  moving  into  modern  existing  space,  or  $505  million 
if  the  Federal  agencies  did  not  move  at  all. 

While  some  of  the  blame  clearly  rests  on  the  shoulders  of  GSA  and  the  agencies 
responsible  for  construction,  part  of  the  problem  rests  with  our  budget  require- 
ments. For  example,  I  am  very  concerned  that  the  current  OMB  scorekeeping  rules 
encourage  leasing  which  is,  in  most  cases,  the  most  expensive  alternative  as  com- 
pared to  lease/purchase  agreements  or  purchasing  existing  buildings.  The  rules 
often  prevent  agencies  from  taking  advantage  of  situations  that  are  clearly  more 
cost-effective. 

The  scorekeeping  rules  and  the  cost  of  acquiring  buildings  has  pushed  the  govern- 
ment toward  leasing  and  away  from  ownership.  In  1969,  the  Federal  Government 
owned  90  percent  of  the  buildings  it  occupied.  Today  just  56  percent  of  Federal  office 
space  is  in  government-owned  buildings.  Consequently,  more  and  more  Federal  dol- 
lars go  down  the  drain  in  rent  with  nothing  to  show  for  it.  Individuals  and  busi- 
nesses alike  understand  the  importance  of  building  equity.  Unfortunately,  the  trend 
suggests  that  the  government  does  not. 

Inflexible  and  questionable  building  requirements  also  have  resulted  in  additional 
and  unnecessary  costs  to  the  taxpayers.  In  Houston,  Texas,  for  example,  GSA  was 
planning  to  move  the  United  States  Attorney's  Office  and  five  other  agencies  out 


of  office  space  they  currently  lease,  because  the  U.S.  Attorney's  Office  wants  6,000 
more  square  feet  per  floor.  FDIC  is  a  majority  owner  of  the  current  building,  which 
meets  all  GSA  safety  and  access  code  requirements,  and  can  easily  accommodate  all 
other  project  requirements.  Nevertheless,  because  one  individual  agency  demanded 
a  different  floor  configuration,  GSA  was  ready  to  uproot  a  total  of  six  agencies,  at 
who  knows  how  much  additional  cost.  The  GSA  Administrator  has  agreed  to  sus- 
pend and  review  this  situation.  I  hope  he  has  the  gumption  to  bar  the  door  to  single 
agencies  riding  shotgun  over  GSA.  , 

In  other  cases,  GSA  claims  a  need  to  consolidate  agencies  under  one  root  to 
achieve  economies  of  scale.  But  when  this  requirement  is  used  to  justify  the  con- 
struction of  a  $200  million  office  building,  it  becomes  a  case  of  spending  millions 
to  save  a  few  thousand.  We  must  ask  ourselves,  does  it  matter  to  the  regional  office 
of  the  IRS  if  it  is  in  the  same  location  as  the  Department  of  Veterans'  Affairs  re- 
gional office?  The  answer  is  clearly  no.  Both  agencies  operate  independently  of  one 
another,  and  I  can't  remember  the  last  time  a  national  crisis  arose  because  the  local 
offices  of  the  Federal  Transit  Administration  and  the  Drug  Enforcement  Adminis- 
tration were  housed  in  separate  buildings.  Yet  the  argument  is  used  again  and 
again  to  justify  these  large  dollar  construction  projects  that  agencies  do  not  need 
and  the  taxpayer  can  ill  afford. 

In  the  past,  oversight  of  GSA  has  been  difficult  because  it  has  not  been  subject 
to  Congressional  authorization.  To  remedy  this  situation,  I  have  co-sponsored  Sen- 
ator Glenn's  legislation  requiring  periodic  reauthorization  of  GSA  to  enable  Con- 
gress to  effectively  oversee  programs  like  the  agency's  management  of  its  real  estate 
assets.  However,  GSA  is  only  one,  albeit  large,  variable  in  the  Federal  property 
management  equation. 

Opportunities  abound  for  improving  the  government's  acquisition  of  real  estate. 
As  a  result  of  the  base  closure  commission's  work,  substantial  amounts  of  valuable 
government  owned  and  leased  property  will  be  available  for  reallocation  to  new 
uses.  The  government  should  do  everything  in  its  power  to  ensure  these  facilities 
are  used  or  disposed  of  in  a  cost-effective  manner.  In  addition,  real  estate  worth  bil- 
lions of  dollars  is  available  at  firesale  prices  as  a  result  of  bank  failures  throughout 
the  country.  But  as  the  government  buys  and  sells  real  estate,  no  one  agency  is  re- 
sponsible for  coordinating  the  disposition  of  these  assets.  Consequently,  we  have  the 
VA  building  hospitals  in  areas  where  the  Army  is  vacating  hospitals,  and  the  GSA 
has  never  purchased  so  much  as  one  of  the  9,000  buildings  for  sale  by  the  FDIC 
or  RTC. 

I  am  further  concerned  that  the  government's  Federal  property  management  pro- 
gram has  no  incentives  to  hold  down  the  costs  of  running  the  government's  real  es- 
tate program,  or  to  ensure  that  agencies  are  charged  rent  at  levels  competitive  with 
what  is  available  in  the  private  sector.  Perhaps  it  is  time  to  test  the  benefits  of  com- 
petition in  Federal  property  management.  It  may  be  possible  to  accomplish  two 
things  if  we  test  this  concept.  One  is  to  make  GSA  leaner  and  more  responsive  to 
the  needs  of  Federal  agencies.  Another  would  be  to  make  Federal  agencies  look  at 
rent  as  a  controllable  cost,  possibly  creating  savings  for  the  taxpayers. 

As  I  am  certain  everyone  in  this  hearing  room  will  acknowledge,  now  is  the  time 
to  rethink  policies  and  practices  that  often  result  in  government  waste.  In  May,  I 
was  encouraged  when  the  Senate  passed  an  amendment  I  offered  to  S.  714  to  re- 
quire OMB  to  develop  recommendations  to  encourage  all  Federal  agencies  to  modify 
building  requirements,  such  as  GSA's  consolidation  goals,  in  such  a  way  as  to  per- 
mit the  kind  of  flexibility  that  will  allow  the  government  to  achieve  the  greatest 
cost-effectiveness.  Requirements  should  promote  flexibility  so  that  agencies  may  re- 
alistically consider  the  purchase,  lease,  or  lease/purchase  of  existing  buildings  at 
market  rates,  including  those  owned  by  the  RTC  and  FDIC,  rather  than  requiring 
new  construction.  New  construction  should  be  considered  only  as  a  last  resort  and 
only  when  it  is  the  most  cost-effective  option. 

My  legislation  further  directs  OMB  to  review  its  scorekeeping  rules  and  determine 
what  changes  are  necessary  to  permit  the  government  to  consider  a  variety  of  op- 
tions and  choose  those  which  are  most  cost-efficient.  The  current  scorekeeping  rules, 
in  some  cases,  encourage  the  government  to  be  penny  wise  and  pound  foolish. 

The  public  will  not  be  fooled  if  Congress  professes  outrage  about  the  government's 
wasteful  mismanagement  of  Federal  property,  or  for  that  matter,  any  other  pro- 
gram, and  we  fail  to  pass  meaningful  solutions.  Our  constituents  demand  and  de- 
serve that  we  make  the  same  kind  of  agonizing  choices  among  competing  priorities 
in  the  Federal  property  budget  that  they  make  every  week  in  their  household  budg- 
ets. Inaction  on  this  issue  will  only  continue  to  fuel  public  discontent  and  confirm 
the  public's  view  that  we  aren't  serious  about  changing  the  way  Washington  does 
business. 
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I  am  hopeful  that  this  hearing  will  highlight  the  widespread  policies  and  practices 
that  need  to  be  changed.  Congress  ought  to  use  the  information  presented  this 
morning  to  develop  meaningful  reform  of  Federal  property  management,  reform  that 
will  meet  the  needs  of  the  government  and  produce  significant  savings  to  the  tax- 
payer. 

Again,  I  would  like  to  thank  the  Chairman  for  holding  this  hearing.  I  am  looking 
forward  to  hearing  the  testimony  of  our  witnesses. 

Senator  Levin.  Thank  you,  Senator  Cohen. 
Senator  Dorgan? 

OPENING  STATEMENT  OF  SENATOR  DORGAN 

Senator  DORGAN.  Mr.  Chairman,  thank  you  very  much.  I  will  be 
relatively  brief. 

I  am  very  interested  in  this  subject.  I  commend  my  colleague, 
Senator  Cohen,  on  the  work  he  has  done  on  Federal  building  man- 
agement. I  am  interested  in  the  questions  of:  What  are  we  build- 
ing? At  what  price  are  we  building  Federal  buildings?  And,  are 
they  necessary?  I  have  written  to  the  head  of  the  GSA,  who,  inci- 
dentally, I  think,  is  a  breath  of  fresh  air  and  will  bring  some  new 
and  different  approaches  to  management  in  these  areas.  I  com- 
mend him.  I  have  written  him,  generally  understanding,  that  he  is 
talking  about  conducting  a  general  review  of  Federal  building 
projects.  He  has  not  been  specific  at  this  point  about  it,  but  he  has 
alluded  to  a  general  review  of  projects. 

This  review  makes  a  lot  of  sense  to  me.  Each  and  every  Federal 
building  project,  and  leases  ought  to  be  reviewed,  and  he  has  indi- 
cated that  he  is  interested  in  doing  that. 

I  had,  at  a  different  hearing,  used  this  chart1  as  an  example  of 
my  concern.  The  red  line  shows  the  number  of  non-Defense  employ- 
ees in  the  Federal  Government.  The  blue  shows  Federal  office 
space  versus  number  of  employees.  You  can  see  what  is  happening, 
and  I  don't  understand  it.  We  are  trying  to  tighten  our  belt  and  cut 
back  here  and  there,  but  this  engine  to  build  new  buildings  contin- 
ues to  move  right  along. 

As  I  said,  I  have  sent  a  letter  to  the  head  of  the  GSA  asking  him 
to  look  at  15  projects  in  its  review  of  all  of  them — and  they  all  cer- 
tainly should  be  reviewed.  I  was  looking  at  what  is  being  built,  and 
I  picked  out  15  projects  that  I  think  really  merit  specific  analysis. 
One  of  them  is  a  border  station  up  in  my  State.  They  propose 
spending  $11  million  on  a  border  station. 

I  don't  understand  the  costs.  I  have  another  analysis  I  am  going 
to  give  on  the  floor  of  the  Senate  today  in  which  you  take  a  look 
at  all  these  buildings  that  are  being  built — a  courthouse,  $218  a 
square  foot;  a  courthouse,  $228  a  square  foot;  a  courthouse,  $299 
a  square  foot.  And  it  just  goes  on  and  on. 

And  if  you  take  a  look  at  these  projects,  you  ask  yourself,  A,  are 
they  needed?  And,  B,  if  they  are  needed,  why  are  we  going  to  spend 
more  to  build  a  courthouse — much  more  to  build  a  courthouse — 
than  it  takes  to  build  a  hospital?  It  takes  $120  a  square  foot  to 
build  a  hospital.  We  are  going  to  spend  $299  a  square  foot  to  build 
a  courthouse  in  Seattle.  It  takes  $80  a  square  foot  to  build  an  aver- 
age 20-story  office  building,  but  the  Federal  government  is  going  to 
spend  $228  a  square  foot  to  build  a  courthouse  in  Santa  Ana. 


See  page  128. 


My  point  with  these  15  projects  that  caught  my  eye — and  one  of 
them,  as  I  said,  is  in  my  home  State— is:  Are  these  projects  need- 
ed? And  if  they  are,  at  what  price?  Why  on  earth  can't  we  build 
projects  that  are  reasonably  in  line  with  the  cost  to  build  hospitals 
and  20-story  office  buildings? 

I  am  not  suggesting  that  we  put  -a  stop  to  these  projects  in  every 
case.  I  am  saying  let's  take  a  review  and  do  it  in  a  thoughtful  way 
and  decide  which  are  necessary,  and  if  we  build  them,  at  what 
price.  I  am  going  to  be  speaking  of  this  on  the  floor  today  at  some 
greater  length,  and  I  want  to  hear  Senator  Metzenbaum.  So  I  will 
abbreviate  my  opening  comments,  Mr.  Chairman.  Thank  you  very 
much. 

Senator  Levin.  Thank  you,  Senator  Dorgan. 

Senator  McCain? 

OPENING  STATEMENT  OF  SENATOR  McCAIN 

Senator  McCain.  Thank  you,  Mr.  Chairman.  I  want  to  thank 
Senator  Cohen  and  you  for  having  this  hearing.  I  think  that  it  is 
clear  that  there  is  enormous  waste,  some  may  estimate  even  to  the 
tune  of  billions  of  dollars,  and  I  think  it  is  interesting  that  we  are 
asking  the  American  people  to  pay  more  taxes  when  we  have  obvi- 
ously failed  to  address  this  issue. 

I  also  hope  that  the  witnesses  today  will  address  one  area  of  spe- 
cific concern  of  mine,  and  that  is  the  Congress'  propensity  to  ear- 
mark Federal  funds  to  be  spent  on  specific  projects.  I  wonder  how 
many  of  those  courthouses  were  earmarked  that  they  had  to  be 
done  in  congressional  micromanagement  of  the  whole  Federal  prop- 
erty issue.  I  would  hope  that  we  could  hear  that  along  with  the  rest 
of  it. 

Senator  DORGAN.  Would  the  Senator  yield  on  that? 

Senator  McCain.  Go  ahead. 

Senator  DORGAN.  I  might  say  that  he  is  absolutely  correct  about 
earmarking,  but  much  of  the  earmark  comes  as  a  result  of  the  judi- 
ciary over  here  working  to  get  the  earmarking  done.  But  he  is  ab- 
solutely correct  on  that  point. 

Senator  McCain.  Thank  you,  Mr.  Chairman. 

Senator  Levin.  Senator  Metzenbaum,  we  welcome  you.  You  have 
been  a  leader  in  this  effort.  You  are  head  of  an  important  task 
force  that  is  looking  into  this,  and  you  have  made  an  extraordinary 
contribution,  not  just  in  this  area  but  in  a  whole  lot  of  areas,  fight- 
ing against  wasteful  Government  spending.  We  are  delighted  to 
have  you  with  us  this  morning. 

TESTIMONY  OF  HON.  HOWARD  M.  METZENBAUM,1  U.S. 
SENATOR  FROM  THE  STATE  OF  OHIO 

Senator  Metzenbaum.  Thank  you  very  much,  Mr.  Chairman.  I 
want  to  say  to  you  that,  as  I  heard  the  four  of  you  speak,  I  felt 
like  climbing  to  the  top  of  the  Capitol  and  waving  the  flag.  It  is 
a  great  new  day.  Now  I  know  that  there  are  at  least  two  commit- 
tees that  are  concerned  about  waste  in  Government  building 
projects,  and  nothing  could  please  me  more.  I  happen  to  be  chair- 
man of  a  special  Senate  Environment  and  Public  Works  Committee 


xThe  prepared  statement  of  Senator  Metzenbaum  appears  on  page  57. 
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task  force  consisting  of  Senator  Simpson  and  Senator  Boxer,  be- 
sides myself,  which  was  created  just  to  look  into  this  same  area. 
And  I  think  that  with  this  kind  of  activity,  maybe  the  GSA  will  get 
the  message.  But  in  all  fairness,  there  is  a  new  head  of  the  GSA, 
and  I  don't  think  he  needed  to  get  the  message.  I  think  his  feet  are 
on  the  ground,  and  I  think  his  perspectives  are  right,  and  I  think 
he  probably  would  have  been  moving  in  this  direction  whether  or 
not  Congress  was  doing  so.  But  it  probably  doesn't  hurt  to  keep  the 
prod  on. 

This  Subcommittee's  leadership  and  interest  in  this  subject 
heartens  me,  and  I  look  forward  to  working  with  you,  as  well  as 
with  my  colleagues  on  the  Environment  and  Public  Works  Commit- 
tee, to  improve  the  way  the  Government  approaches  the  task  of 
managing  its  real  estate  portfolio. 

Frankly,  this  is  one  area  of  Government  which  screams  out  for 
closer  scrutiny.  The  GSA  has  operated  as  a  closed  shop.  It  has  run 
its  own  show.  Senator  Dorgan  is  right,  why  they  spend  the  kind 
of  money  they  do,  the  procedures  they  have,  the  matter  of  measur- 
ing space  the  way  they  do  it,  totally  different  than  anybody  else  in 
the  whole  country.  But  I  am  happy  to  report  to  you  that  as  of  2 
days  ago,  the  GSA,  having  heard  my  complaints  and  probably  oth- 
ers as  well,  came  forward,  met  with  me  and  some  others  and  point- 
ed out  that  they  will  now  change  their  method  of  computing  the 
matter  of  occupiable  square  footage. 

In  the  past,  they  would  say,  well,  we  count  it  this  way,  but  over 
in  Baltimore  or  in  Pontiac,  Michigan,  or  some  place  else  they  do 
it  a  different  way.  Now  there  will  be  a  way  of  comparing  apples 
with  apples  rather  than  trying  to  compare  apples  with  straw- 
berries. 

Billions  of  dollars  are  being  spent  each  year  to  lease  and  con- 
struct buildings  to  house  Federal  workers,  yet  the  Federal  Govern- 
ment does  a  miserable  job  of  managing  its  real  estate  properties 
and  addressing  the  housing  needs  of  the  Federal  work  force. 

That  is  because  this  Government  simply  does  not  approach  real 
estate  property  management  in  a  businesslike,  coordinated  fashion. 
I  am  sure  we  lose  millions  and  millions  of  tax  dollars  each  year  by 
reason  of  this  fact. 

Some  30  agencies  have  authority  to  acquire  or  dispose  of  Federal 
real  estate,  yet  as  pointed  out  previously,  none  seems  to  know  what 
the  others  are  up  to. 

When  you  hear  that  a  naval  hospital  in  Orlando — which  I  think 
was  mentioned  by  Senator  Cohen — is  closing  while  the  Veterans 
Administration  is  constructing  a  new  hospital  some  35  miles  away, 
you  know  that  something  is  wrong. 

When  you  hear  that  the  Federal  Government  has  failed  to  buy 
a  single  bargain-priced  office  building  from  the  RTC  or  from  the 
FDIC,  you  know  that  something  is  terribly  wrong. 

And  when  you  hear  that  military  downsizing  will  result  in  the 
Navy  vacating  1.5  million  square  feet  of  office  space  in  Northern 
Virginia,  while  new  construction  proceeds  unabated  in  the  District, 
just  as  Senator  Cohen  has  already  stated,  you  know  that  something 
is  downright  crazy. 
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I  think  that  the  lack  of  real  estate  asset  coordination  among  Fed- 
eral agencies  is  a  serious  and  costly  problem.  I  am  glad  you  are 
going  to  be  focusing  part  of  today's  hearing  on  that  matter. 

But  let  me  focus  the  majority  of  my  comments  on  the  General 
Services  Administration.  That  is  the  agency  which  has  primary  re- 
sponsibility for  renting  and  building  office  space  for  most  of  the 
other  Federal  agencies.  And,  frankly,  that  is  the  agency  about 
which  I  have  spent  much  time  ruminating. 

Until  the  new  GSA  Administrator  Roger  Johnson  came  on  board 
recently,  I  was  absolutely  convinced  that  GSA  was  the  most  mis- 
managed, out-of-control  Federal  agency  to  be  found  anywhere  in 
this  country. 

I  am  frank  to  say  I  am  still  not  sure  about  the  agency,  but  I  have 
high  hopes  for  Mr.  Johnson  and  the  people  he  has  brought  in  with 
him.  Mr.  Johnson  has  expressed  a  willingness  to  spend  the  next  3 
to  6  months  reviewing  new  construction  and  lease  projects  to  deter- 
mine whether  they  make  economic  sense.  That  is  good.  But  make 
no  mistake,  Mr.  Johnson's  business  acumen  and  managerial  skills 
will  surely  be  put  to  the  test  at  GSA.  He  will  be  fighting  the  old- 
boys'  network,  and  the  old  boys  at  GSA  have  been  doing  it  their 
way  for  many  years,  and  I  doubt  that  they  will  welcome  anybody 
coming  in  with  a  new  broom. 

That  agency  is  going  to  be  a  tough  nut  to  crack. 

While  most  of  its  20,000  employees  are  honest  and  dedicated,  the 
agency  has  a  long  and  sorry  history  of  wasteful  spending  and  mis- 
management. 

Part  of  the  problem  is  that  GSA  has  lacked  creative  and  consist- 
ent leadership  at  the  top.  Sadly,  over  the  past  16  years,  GSA  has 
had  14  different  administrators  running  it.  That's  14  in  a  period 
of  16  years!  During  the  same  period,  the  Public  Buildings  Commis- 
sioner position  has  been  filled  by  13  different  individuals. 

That  is  no  way  to  run  an  agency  whose  activities  involve  a  cash 
flow  of  more  than  $10  billion  annually.  That  is  no  way  to  run  an 
agency  which,  if  it  were  a  private  company,  would  rark  among  the 
top  50  of  the  Fortune  500  list. 

The  Public  Buildings  Service  alone  controls  over  253  million  feet 
of  space  in  over  7,000  buildings.  The  biggest  private  real  estate 
company  in  the  Nation  wouldn't  come  close  to  those  holdings. 

I  shudder  to  think  how  many  millions,  maybe  billions,  have  been 
wasted  or  lost  because  of  the  ineffective  way  GSA  leases  and  con- 
structs Federal  office  space. 

Let  me  tick  off  some  particularly  vexing  problems. 

Instead  of  buying  existing  buildings  at  inexpensive  prices  or  en- 
tering long-term  leases  at  good  rates,  GSA  has  embarked  on  new 
costly  construction  projects.  GSA  is  constructing  or  entering  into 
long-term  leases  for  buildings  constructed  expressly  for  the  Federal 
Government  in  areas  with  commercial  vacancy  rates  as  high  as  30 
percent,  and  Philadelphia  was  a  good  example. 

I  am  not  sure,  Senator  Cohen,  that  the  Post  Office  was  all  that 
well  intentioned  in  canceling  the  Philadelphia  lease.  I  think  that 
there  were  other  reasons  that  they  did,  a  question  of  whether  it 
was  a  good  business  deal  for  them  and  such  matters  as  that.  I  don't 
think  it  was  a  decision  to  benefit  the  public  that  was  made.  I  think 
it  was  a  decision  to  benefit  the  Post  Office  decisions. 
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As  I  noted  before,  GSA  has  failed  to  take  advantage  of  a  single 
building  offered  for  sale  by  the  RTC  or  the  FDIC. 

And  until  Mr.  Johnson  told  me  last  week  that  he  would  change 
the  way  GSA  measured  office  space,  GSA  calculated  floor  space  like 
no  other  entity  in  the  world,  making  effective  oversight  impossible. 

I  am  glad  Mr.  Johnson  is  tackling  the  measurement  issue  now, 
but  more  needs  to  be  done. 

We  must  find  out  why  GSA's  construction  estimates  are  so  pie 
in  the  sky,  as  pointed  out  by  Senator  Dorgan. 

We  must  find  out  why  GSA's  rental  rate  estimates  seem  to  be  so 
high.  I  was  contacted  by  the  Cleveland  Growth  Association  recently 
because  they  were  concerned  about  this  issue.  The  Association 
mentioned  that  GSA's  rental  estimates  for  privately  owned  office 
space  in  Cleveland  and  Columbus  were  relatively  high  and  might 
discourage  Federal  agencies  from  locating  in  these  cities.  They 
wrote,  "The  high-rent  cost  that  GSA  has  associated  with  Cleveland 
is  particularly  mystifying  as  Cleveland's  vacancy  rate  for  downtown 
Class  A  office  space  is  23  percent.  This  high  vacancy  rate,"  said 
they,  "should  act  to  reduce  rent  and  make  the  city  more  competi- 
tive, not  less." 

But  GSA's  actions  often  don't  make  sense.  Instead  of  tightening 
its  belt  in  these  tough  economic  times,  GSA  has  shown  a  continued 
desire  to  propose  many  gold-plated  projects.  They  actually  rented 
space  at  about  the  highest  possible  rate  in  Cleveland  not  too  long 
ago. 

GSA  over-inflates  everything  from  the  square  footage  necessary 
for  individual  parking  spaces  to  the  load  limits  necessary  for  office 
building  floors.  When  you  scrutinize  these  projects  closely,  you 
would  be  shocked  at  what  you  find.  I  came  out  of  a  world  where 
I  was  the  head  of  the  world's  largest  parking  company.  GSA  uses 
375  square  feet  for  a  parking  space,  when  everybody  in  the  whole 
industry  uses  300  square  feet.  And  when  you  try  to  discuss  it  with 
them,  well,  they  tell  you  various  arguments  as  to  why  they  need 
25  percent  more. 

On  one  proposed  project  involving  new  office  space  for  the  FBI 
field  office  in  D.C.,  GSA  proposed  building  double  ramps  to  exit  and 
enter  the  parking  garage.  Why?  Because  the  FBI  agents  said  they 
may  have  to  get  in  and  out  faster.  That  is  unadulterated  B.S.,  as 
I  see  it.  This  added  unnecessary  expense  to  the  project.  So,  too,  did 
GSA's  estimates  for  parking  spaces  for  this  project  and  others  in 
the  District  of  Columbia.  As  I  mentioned  before,  GSA  allotted  be- 
tween 350  to  400  square  feet  per  parking  space,  which  is  about  50 
to  100  feet  more  than  the  industry  standard. 

GSA  proposed  spending  $220  a  square  foot  for  courthouse  space 
this  year.  Yet  according  to  R.S.  Means,  a  company  which  publishes 
construction  cost  estimates  for  the  private  sector,  it  costs  $90  per 
square  foot  to  build  a  courthouse. 

GSA  officials  defend  project  costs  by  arguing  that  the  projects 
meet  specific  agency  policies  and  standards.  They  also  argue  that 
they  are  responding  to  the  needs  and  demands  of  other  Federal 
agencies. 

That  may  well  be  true,  but  then  there  may  be  something  wrong 
with  the  entire  system  because  it  is  costing  taxpayers  so  much  in 
the  end. 
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As  I  said  earlier,  the  administration  has  pledged  to  examine 
SA's  pending  leases  and  construction  projects.  That  is  good  be- 
luse  they  need  to  be  scrutinized  for  excessive  costs. 
But  we  can't  just  let  GSA  handle  it  internally. 
They  are  not  solely  responsible  for  the  mess,  and  they  alone  can- 
Dt  fix  it. 

Congress  and  the  administration  need  to  work  on  this.  I  applaud 
3nator  Cohen  for  his  amendment,  attached  to  the  Resolution 
rust  refunding  bill,  which  directs  OMB  to  look  into  this  area. 
OMB's  rigid  budget  scorekeeping  rules  discourage  GSA  from  pur- 
lasing  existing  properties  even  when  such  properties  are  down- 
ght  bargains.  By  requiring  budget  authority  for  capital  leases  and 
ase-purchase  arrangements  to  be  scored  up  front,  OMB  stops 
SA  dead  in  its  tracks  when  good  deals  come  up.  It  is  clear  that 
SA  needs  more  flexibility  in  this  area. 

More  attention  needs  to  be  paid  to  the  issue  of  the  rental  pay- 
ents  GSA  charges  its  tenant  agencies.  The  Cohen  amendment  ad- 
*esses  this  issue  as  well  by  asking  OMB  to  examine  GSA's  Fed- 
•al  Buildings  Fund. 

Agencies  pay  GSA  for  rent  for  Government-owned  or  -leased 
>ace,  and  this  winds  up  in  GSA's  Federal  Buildings  Fund.  Con- 
•ess  established  the  fund  20  years  ago.  In  exchange  for  rental  pay- 
ents,  GSA  was  supposed  to  repair  and  maintain  space  for  tenant 
jencies.  In  addition,  any  leftover  funds  were  supposed  to  cover  the 
instruction  of  new  buildings.  Yet  this  fund,  frankly,  is  not  viable. 
s  GAO  points  out,  it  does  not  generate  sufficient  revenue  to  cover 
creasing  lease  costs  and  at  the  same  time  provide  enough  capital 

help  GSA  build  or  buy  new  office  space.  It  needs  to  be  fixed  or 
rapped  altogether. 

And  let  us  not  forget  the  Federal  agencies  and  the  courts  them- 
slves.  They  continually  overstate  their  own  space  needs  and  push 
SA  for  more  and  more  and  more  space.  And  they  also  ask  for 
>ld-plated  domes  and  very  fancy  things  in  the  courthouses.  Space 
•ojections  must  be  more  realistic;  costs  should  be  more  realistic. 
Congress  also  needs  to  step  up  to  the  plate  and  accept  some  re- 
>onsibility.  Members  of  Congress  have  a  voracious  appetite  for 
ishing  GSA  to  build  buildings  to  make  the  folks  back  home 
ippy.  We  have  got  to  be  able  to  say  no. 

Congress  simply  must  improve  its  oversight  of  GSA's  activities 
id  better  coordinate  the  appropriations  and  the  authorization 
•ocess. 
In  the  next  few  months,  I  plan  to  work  on  legislation  to  begin 

fix  the  way  the  Federal  Government  builds  and  leases  office 
>ace  for  Federal  workers.  It  is  my  hope  that  members  of  this  Com- 
ittee  who  are  also  interested  in  reforming  GSA  will  join  forces 
ith  me  and  the  other  members  of  the  Environment  Committee  in 
ds  important  endeavor. 
I  commend  you  for  your  efforts.  I  apologize  to  you  for  the  length 

my  remarks,  but  I  feel  we  are  talking  about  real  dollars  here, 
think  we  are  talking  about  an  area  in  which  we  can  do  some- 
dng,  and  I  feel  that  with  your  cooperation  and  the  cooperation  of 
lr  Committee  and  other  Members  of  Congress,  I  feel  that  we  can 
ake  some  meaningful  headway. 
I  thank  you,  Mr.  Chairman  and  members  of  the  Subcommittee. 
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Senator  Levin.  Thank  you,  Senator  Metzenbaum.  We  will  just 
take  a  few  minutes  each  because  there  is  a  roll  call  that  is  going 
to  begin  any  moment.  I  think  it  may  have  already  begun. 

You  made  reference,  Senator,  on  a  couple  of  occasions  to  the 
scorekeeping  rules,  and  I  just  want  to  go  through  one  of  them  with 
you  because  I  think  it  is  such  an  important  point.  You  asked  the 
question,  and  we  all  asked  the  question:  Why  aren't  we  buying  a 
building  in  a  market  which  has  a  glut  of  real  estate?  Why  are  we 
building  a  new  building  in  that  circumstance? 

There  may  be  a  number  of  reasons  for  it,  but  one  of  them  is  the 
perverse  nature  of  the  so-called  scorekeeping  rules.  That  is  a  tech- 
nical word.  Most  of  the  public  may  not  understand  what  it  is  all 
about.  But  the  bottom  line  is  this:  Let's  say  you  could  buy  a  build- 
ing for  $50  million,  which  is  1  year  old,  or  build  the  same  building 
for  $90  million.  There  is  a  building  sitting  out  there  which  is  ex- 
actly the  building  you  want.  There  is  a  glut  of  real  estate  on  the 
market.  It  costs  the  Government  50  million  bucks. 

The  government  has  a  choice:  either  do  that  or  build  a  new  build- 
ing, just  the  same,  for  $90  million.  If  it  takes  3  years  to  build  that 
new  building,  it  will  actually  be  in  the  interest  of  the  GSA  in  terms 
of  its  own  budget  scorekeeping  to  build  a  brand-new  $90  million 
building  instead  of  buying  the  $50  million  building,  because  the 
$90  million  will  be  divided  into  3.  That  means  that  the  first  year, 
the  year  that  the  budget  is  being  decided,  they  will  be  scored  for 
only  $30  million  of  that  $90  million  building;  whereas,  if  they  buy 
the  $50  million  building,  they  will  be  scored  for  the  whole  thing. 
So  the  budget  incentive  to  the  GSA  is  to  build  the  $90  million 
building  instead  of  buying  the  $50  million  building. 

Is  that  generally  accurate? 

Senator  Metzenbaum.  That  is  generally  accurate,  but  there  is  a 
sequel.  That  is,  if  they  lease  the  $90  million  building  and  they  pay 
whatever  the  amount  may  be,  OMB  will  only  score  the  cost  of  the 
lease,  not  the  total  cost  of  the  building.  So  what  has  happened  is 
that  the  whole  move  has  been  towards  leasing  because,  from  a 
scoring  standpoint,  OMB  makes  the  cost  of  a  new  building  applica- 
ble to  that  particular  year  or  the  period  of  time  while  it  is  being 
built. 

Senator  Cohen.  If  I  could  interject,  the  same  thing  happens  with 
respect  to  a  lease-purchase.  If  they  were  going  to  lease  it  for  a  20- 
year  period  and  then  have  an  opportunity  to  purchase  it  at  the  end 
of  that  lease  period,  OMB  would  score  the  entire  cost  of  the  pur- 
chase the  first  year  as  opposed  to  the  annual  leasing.  Again,  an- 
other incentive  for  it. 

Senator  Metzenbaum.  I  have  been  in  touch  with  both  the  Vice 
President  and  Mr.  Panetta's  office.  I  haven't  spoken  directly  with 
the — I  guess  maybe  I  did  with  Leon  on  this  very  point,  and  I  expect 
that  we  will  be  having  some  meetings,  and  I  would  welcome  the 
participation  of  the  Chairman  and  the  Vice  Chairman  sitting  in  on 
those  meetings  so  that  together  we  can  make  our  point,  and  per- 
haps Senator  Dorgan  as  well. 

Senator  Levin.  To  drive  home  the  leasing  point,  if  you  lease  a 
building  for  20  years  and  have  an  option  to  buy  it  for  $1  at  the  end 
of  that  lease,  the  entire  lease  cost  is  scored  your  first  year.  That 
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is  a  perverse  rule  that  has  been  imposed  on  the  GSA.  It  is  perverse 
because  it  drives  us  to  do  expensive,  uneconomical  things. 

Now,  my  question  is — I  think  you  have  already  answered  it.  You 
have  now  raised  this  issue  with  OMB.  The  issue  is  in  play.  It  is 
being  very  much  debated.  But  I  think  we  have  to  accept  some  re- 
sponsibility here.  This  is  not  just  an  OMB  rule  or  a  GSA  rule.  This 
is  a  scorekeeping  rule  that  we  in  the  Congress  have  adopted  as 
well  in  our  own  Budget  Committee,  so  that  we  have  to  take  up  this 
issue  with  our  own  Budget  Committee  as  well  as  the  executive 
branch. 

Have  you  raised  this  issue  with  the  Budget  Committee? 

Senator  Metzenbaum.  I  have  not  raised  it  with  the  Budget  Com- 
mittee. I  don't  think  it  is  nearly  as  much  of  a  problem  with  our 
Budget  Committee  as  it  is  with  the  administration.  And  I  am  not 
blaming  this  administration.  They  walked  in  there  just  following 
the  previous  procedures. 

I  feel  confident  we  are  going  to  be  able  to  make  some  headway 
in  this  area,  and  I  look  forward  to  your  assistance  and  working 
with  you  on  the  subject. 

Senator  Levin.  You  will  have  that  assistance. 

Senator  Cohen? 

Senator  Cohen.  Mr.  Chairman,  just  very  quickly 

Senator  McCain.  What  inspires  confidence?  You  said  you  have 
confidence,  Senator  Metzenbaum.  What  inspires  confidence  in  you 
since  this  has  been  going  on  so  long? 

Senator  Cohen.  The  interest  of  the  senior  Senator  from  Maine. 

Senator  Metzenbaum.  My  confidence  comes  from  the  fact,  Sen- 
ator McCain,  that  when  I  have  been  determined  that  something 
shall  be  changed,  quite  often  I  am  reasonably  successful.  And  when 
I  have  the  support  of  the  members  of  this  Committee,  I  think  we 
will  get  a  change.  We  will  work  out  a  procedure. 

If  you  ask  me  do  I  have  some  way  of  gauging  it,  no.  Do  I  think 
I  will  be  successful?  Yes.  Why  do  I  think  I  will  be  successful?  Be- 
cause I  think  it  is  the  right  thing  to  do,  and  I  think  the  administra- 
tion will  recognize  that  if  we  make  that  point. 

We  tried  to  do  this  with  Mr.  Darman.  We  were  not  successful 
then.  I  am  hopeful  we  will  get  a  far  better  reception. 

Senator  McCain.  Thank  you.  I  appreciate  my  colleague's  indul- 
gence. 

Senator  Levin.  That  is  OK.  We  have  a  minute-and-a-half  left. 

Senator  Cohen.  Senator  Metzenbaum,  I  think  what  is  extraor- 
dinary about  this  is  that  GSA  has  a  budget  of— I  think  they  spend 
roughly  $2  billion  annually  now.  Their  budget  is  increasing  about 
$200  million  every  year,  and  so  we  have  an  extraordinary  amount 
of  money  that  is  being  spent,  most  of  it  going  to  leases  and  not  to 
lease-purchase  or  not  to  purchases.  And  when  they  start  building, 
it  is  at  an  extraordinary  rate. 

It  is  ironic  that  it  is  a  buyer's  and  a  renter's  market,  and  yet  we 
are  paying  top  dollar  for  the  buildings  that  we  build  and  the  build- 
ings that  we  are  leasing.  And  it  is  difficult  to  explain  this  to  the 
American  people  other  than  to  say  there  are  political  consider- 
ations involved.  I  notice,  for  example,  EPA  was  planning  to  build 
a  $260  million  office  building  in  Raleigh  to  house  the  agency's  data 
center  and  other  offices  they  were  leasing  in  buildings  about  20 
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years  old.  And  when  Senator  Faircloth  questioned  the  wisdom  of 
this  new  building,  he  was  editorially  condemned  by  virtually  every 
paper  in  his  State.  And  so  we  have  political  considerations  in- 
volved. Senator  McCain  talked  about  earmarking.  A  lot  of  that 
comes  from  pressure  from  Capitol  Hill  as  well. 

There  are  also  some  conflicting  policies  that  we  dictate  to  GSA. 
On  the  one  hand,  we  say  we  want  you  to  build  an  urban  center, 
if  you  are  going  to  build,  or  lease  an  urban  center.  There  is  another 
policy  that  says  we  want  you  to  go  to  rural  areas;  after  all,  we  have 
got  to  spread  it  around.  So  they  have  about  three  or  four  conflicting 
policies  which  we  will  examine  during  the  course  of  these  hearings 
in  terms  of  how  we  also  contribute  to  the  confusion. 

I  think  the  point  that  you  made  that  they  have  separate  rules 
from  the  commercial  marketplace,  which  confuses  everything,  mak- 
ing it  virtually  impossible  for  the  commercial  sector  to  participate. 
So  a  number  of  complicating  factors  are  involved.  We  don't  want 
to  lay  the  entire  blame  on  the  GSA  because  we  have  a  role  in  this 
as  well  as  OMB.  So  hopefully  we  will  be  able  to  achieve  the  goal 
that  all  of  us  here  seek. 

Senator  Levin.  Thank  you. 

Senator  Dorgan? 

Senator  Dorgan.  Mr.  Chairman,  I  want  to  amplify  with  a  chart 
something  Senator  Metzenbaum  d2scribed  in  his  testimony.  There 
is  no  conflict  here  about  signals  with  respect  to  the  Federal  Gov- 
ernment building  buildings.  These  are  mean  square  foot  costs  as 
published  in  this  country.  Here  is  what  it  costs  to  build  a  hospital 
on  average.  Here  is  what  it  costs  to  build  a  hotel.  Here  is  what  it 
costs  to  build  a  11-  to  20-story  office  building,  a  3-story  department 
store,  an  average  courthouse.  Here  is  what  it  costs  to  build  a  Fed- 
eral courthouse  per  square  foot. 

It  is  just  completely  out  of  line,  outrageously  extravagant.  And 
I  have  exactly  the  same  chart  with  the  Federal  courthouse  projects 
with  all  of  these  numbers  for  the  specific  cities  in  which  the 
projects  are  being  conducted. 

The  point  I  have  been  trying  to  make,  and  I  think  others  have 
been  trying  to  make,  is,  first  of  all,  should  we  build  something? 
That  is  the  first  question.  Does  something  need  to  be  built?  If  it 
needs  to  be  built,  why  can't  it  be  built  with  some  reasonable  price? 
We  have  got  $5  billion  worth  of  building  projects  under  way.  The 
15  I  have  asked  for  a  special  evaluation  of  just  totals  $1.2  billion. 
And  as  I  said,  many  of  them  are  $250,  $300  a  square  foot. 

In  my  judgment,  at  a  time  when  we  are  talking  about  tightening 
our  belts  and  dealing  with  the  Federal  deficit,  this  is  completely 
out  of  line  with  what  we  ought  to  be  doing.  This  is  a  very  healthy 
kind  of  hearing  to  be  discussing  these  things  finally  to  see  if  we 
can  bring  these  kinds  of  expenditures  back  into  line. 

Senator  Cohen.  The  project  in  Philadelphia  would  result  in 
about  $450  a  square  foot  compared  to  $100  a  square  foot  in  Phila- 
delphia. 

Senator  Metzenbaum.  Don't  overlook  the  Atlanta  project  for  the 
new  building  down  there. 

Senator  Cohen.  We  are  going  to  focus  on  Atlanta. 

Senator  Metzenbaum.  I  never  got  so  much  pressure  to  go  along 
with  it  when  I  was  standing  in  the  way  of  it  during  the  last  ses- 
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sion.  I  had  the  former  President  call  me,  Coretta  Scott  King  call 
me,  the  Mayor  of  Atlanta  call  me,  terrible  that  I  didn't  think  they 
needed  to  build  a  new  building  down  there  in  Atlanta. 

Senator  Dorgan.  The  Atlanta  one  is  among  the  15  that  is  on  this 
list  as  well. 

Senator  Metzenbaum.  I  might  say  to  you,  Mr.  Chairman,  if  you 
really  want  to  take  on  a  difficult  project,  try  knocking  off  a  court- 
house that  one  of  your  colleagues  wants  for  his  particular  district. 
That  is  a  very,  very  difficult  situation. 

Senator  Levin.  Senator  McCain? 

Senator  McCain.  Mr.  Chairman,  let  me  make  just  one  comment. 
I  would  be  interested  in  the  contribution  of  the  cost  per  square  foot 
of  the  Davis-Bacon  Act.  I  have  found  from  Indian  housing  issues 
that  the  Davis-Bacon  Act  increases  costs  by  some  20  to  30  percent 
over  what  they  would  otherwise  be.  I  would  hope  that  Senator 
Metzenbaum  would  support  the  repeal  of  that  Act  since  it  contrib- 
utes significantly  to  the  cost  to  the  taxpayers  of  these  office  build- 
ings and  Federal  courthouses  that  are  being  built. 

Senator  Levin.  Thank  you.  We  will  adjourn  now  for  about  an 
hour.  We  expect  to  come  back  at  about  11:00  or  a  few  minutes 
thereafter. 

[Recess.] 

Senator  Levin.  We  will  come  back  to  order. 

We  have  a  designated  hitter  here  this  morning  from  the  GAO. 
Michael  Motley,  the  Associate  Director  for  Government  Business 
Operations  Issues,  is  substituting  for  the  previously  announced  wit- 
ness. 

GAO  has  studied  many  aspects  of  Federal  property  management 
in  recent  years,  and  we  are  glad  to  have  the  benefit  of  that  accu- 
mulated knowledge.  We  appreciate  your  all  being  here  this  morn- 
ing. 

We  are  going  to  ask  everybody  now,  because  of  what  has  hap- 
pened with  this  hour  interruption,  to  make  their  statements  as  ab- 
breviated as  possible.  We  will  put  the  entire  printed  statement  in 
the  record.  That  will  leave  at  least  some  time  for  questions,  and 
hopefully  we  can  try  somehow  or  other  to  finish  by  12:30.  But  we 
have  three  panels,  so  it  is  not  going  to  be  easy. 

Mr.  Motley? 

TESTIMONY  OF  MICHAEL  E.  MOTLEY,  ASSOCIATE  DIRECTOR, 
GOVERNMENT  BUSINESS  OPERATIONS  ISSUES,  U.S.  GEN- 
ERAL ACCOUNTING  OFFICE;  ACCOMPANIED  BY  GERALD 
STANKOSKY,  ASSISTANT  DIRECTOR,  AND  BOB  MANGUM, 
DEPUTY 

Mr.  Motley.  Thank  you,  Mr.  Chairman.  It  is  a  pleasure  for  us 
to  be  here  today.  Mr.  Gadsby  is  sorry  that  he  wasn't  able  to  make 
it,  but  an  eye  operation  has  kept  him  from  attending. * 

We  welcome  this  opportunity  to  appear  today  in  connection  with 
your  oversight  of  Federal  real  property  management.  First  I  would 
like  to  introduce  the  colleagues  at  the  table  with  me.  To  my  right 
is  Jerry  Stankosky,  the  Assistant  Director  of  our  General  Account- 
ing Office,  General  Government  Division,  who  deals  with  all  the 


^he  prepared  statement  of  J.  William  Gadsby  appears  on  page  61. 
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audits  and  evaluations  of  GSA;  and  to  my  left  is  Bob  Mangum,  his 
deputy  in  performing  those  operations. 

My  testimony  focuses  on  five  key  obstacles  that  inhibit  the  Fed- 
eral Government's  ability  to  strategically  acquire  and  manage  real 
property  that  is  used  to  carry  out  agency  missions  in  a  cost-effec- 
tive, businesslike  manner.  However,  before  I  get  into  the  obstacles, 
I  would  like  to  highlight  a  few  important  facts  about  the  Govern- 
ment's extensive  real  property  holdings  and  management. 

Overall,  the  Federal  real  property  is  under  the  custody  and  con- 
trol of  over  30  Federal  agencies  and  overseen  by  numerous  congres- 
sional committees  and  subcommittees.  In  addition  to  its  extensive 
portfolio  of  buildings  and  land,  the  Government  has  acquired  at 
least  $14  billion  of  real  estate  from  failed  financial  institutions. 
This  real  estate  is  held  pending  liquidation.  But  thousands  of 
buildings  and  associated  acres  of  land  are  owned  or  leased  to  sup- 
port Federal  agencies'  missions  and,  as  such,  are  an  integral  part 
of  carrying  out  Federal  operations.  Therefore,  they  should  be 
viewed  and  used  as  capital  resource  tools  to  support  Federal  agen- 
cies' goals,  policies,  and  missions.  In  that  context,  they  should  be 
strategically  acquired,  managed,  and  disposed  of  so  that  the  tax- 
payers' return  on  investment  is  maximized. 

Management  of  Federal  real  property  is  especially  challenging  in 
today's  environment.  For  example,  about  half  of  the  Government's 
office  buildings  are  over  40  years  old  and  were  designed  and  lo- 
cated to  meet  the  needs  of  an  earlier  era.  Today,  rapidly  changing 
information  management  and  telecommunications  capabilities  will 
continue  to  influence  changes  in  building  design  needs  and  work- 
place location  practices. 

For  example,  there  will  be  diminished  need  for  operations  to  be 
consolidated  or  located  in  high-cost  central  business  districts  or 
even  in  metropolitan  areas.  Also,  the  need  for  office  space  will  de- 
crease as  the  Government  downsizes  and  if  more  employees  work 
at  home  using  personal  computers,  modems,  and  fax  machines. 

Mr.  Chairman,  I  will  now  describe  the  obstacles  to  more  cost-ef- 
fective, businesslike  Federal  real  property  acquisition  and  manage- 
ment. The  first  obstacle  is  GSA's  monopoly  and  preoccupation  with 
operations. 

Since  its  establishment  in  1949,  GSA  has  been  torn  between  an 
internal  dynamic  that  emphasizes  a  centralized  approach  to  the  di- 
rect provision  and  operation  of  office  space  and  other  support  serv- 
ices; and,  secondly,  a  large  external  expectation  that  its  primary 
role  should  be  to  provide  overall  leadership  and  direction  in  this 
area.  The  attributes  of  this  leadership  role  relate  to  providing  a 
long-term  property  management  strategy,  common  policies,  and 
knowledgeable  guidance  in  implementing  it,  coordination  to  pre- 
vent waste  and  mismanagement  among  agencies,  and  comprehen- 
sive reporting  and  oversight  for  accountability  purposes.  We  and 
others  believe  that  GSA  should  continue  to  operate  activities  only 
where  it  makes  sense  and  is  cost-effective  to  have  a  central  man- 
agement agency  involved. 

GSA's  monopoly  and  focus  on  its  day-to-day  service  provider  role 
has  caused  GSA  to  neglect  its  more  strategic  central  management 
responsibilities.  Proposed  legislation  would  require  that  GSA's  op- 
erations be  periodically  reauthorized.  While  improving  legislative 


19 

oversight,  it  would  also  provide  a  forum  to  establish  specific  goals 
and  objectives  for  GSA  related  to  its  central  management  role  and 
hold  it  accountable  for  achieving  them.  We  support  this  concept. 

Bolder  steps,  however,  would  be  to  separate  GSA's  Government- 
wide  real  estate  policy  and  oversight  functions  from  its  operations 
functions  and  suspend  its  monopoly  to  give  Federal  agencies  the 
option  of  choosing  to  obtain  office  space  and  related  services  from 
GSA  or  from  the  private  sector.  Such  steps  have  been  taken  in 
other  countries  and  could  help  make  Federal  real  property  activi- 
ties more  competitive  and  responsive  to  customer  needs. 

The  second  obstacle  is  overall  lack  of  strategic  focus.  Information 
describing  the  most  important  Federal  office  space  needs  and  how 
they  could  be  met  cost-effectively  is  essential  to  managing  Federal 
real  property  in  a  more  businesslike  manner.  However,  at  present, 
GSA  building  capital  and  operating  projects  expected  to  cost  more 
than  $1.6  million  are  submitted  for  congressional  approval  on  an 
individual  project-by-project  basis  and  do  not  adequately  put  pro- 
posed projects  in  an  overall  strategic  context  or  rank  their  relative 
cost-effectiveness. 

This  lack  of  focus  discourages  strategic  thinking  and  planning 
and  can  adversely  affect  Federal  agencies'  operations.  It  also  en- 
courages OMB  and  Congress  to  substitute  alternative  projects  that 
can  result  in  unsound  capital  spending  decisions. 

Senator  COHEN.  If  I  can  interrupt  you,  Mr.  Motley,  in  other 
words,  Congress  has  been  playing  a  role  here  to  force  GSA  to  take 
a  short-term  view  and  no  overall  view  about  where  we  are  going. 
We  have  a  role  and  have  contributed  to  this  problem  that  we  are 
now  addressing. 

Mr.  Motley.  Yes,  sir,  Senator  Cohen.  That  is  correct. 

In  addition,  RTC  and  FDIC  and  the  private  sector  have  prop- 
erties available  that  could  satisfy  Federal  office  needs  at  less  than 
the  costs  of  new  construction,  but  GSA  cannot  take  advantage  of 
these  options  because  it  lacks  purchase  authority. 

During  the  last  Congress,  S.  2068  would  have  required  that  GSA 
biennially  provide  Congress  information  on  total  building  capital 
investment  needs  and  proposed  building  leases  and  disposals,  in- 
cluding the  relative  benefits  and  costs  of  each  proposed  project.  We 
have  endorsed  such  proposals,  and  with  such  information  the  exist- 
ing prospectus  approval  threshold  of  $1.65  million  could  be  raised 
or  possibly  even  eliminated. 

Also,  consideration  could  be  given  to  providing  GSA  some  discre- 
tionary building  purchase  authority,  particularly  while  market  con- 
ditions favor  purchases  over  new  construction,  provided  it  can  dem- 
onstrate that  such  purchases  are  a  good  deal  for  the  taxpayer. 

The  third  obstacle  is  poor  asset  management  practices.  Manage- 
ment of  the  Government's  enormous  real  estate  portfolio  provides 
little  assurance  that  Federal  buildings  and  associated  land  are 
managed,  maintained,  used,  and  disposed  of  in  the  most  cost-effec- 
tive manner.  Two  basic  issues  will  help  illustrate  this  problem. 

First,  there  is  no  single  agency  to  provide  Government-wide  stra- 
tegic leadership,  oversee  agencies'  real  estate  holdings  and  needs, 
or  promote  a  life-cycle  approach  to  asset  management.  Also  lacking 
is  an  effective  network  for  agencies  to  share  ideas,  discuss  common 
problems,  and  identify  and  explore  Government-wide  solutions. 
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Second  is  the  inability  to  identify  and  dispose  of  real  property  as- 
sets that  are  no  longer  needed  or  cost-effective  to  retain.  Two  fac- 
tors contribute  to  this  situation.  The  first  and  most  important  is 
the  lack  of  financial  incentives  for  agencies  to  dispose  of  property 
because  they  get  nothing  for  it.  The  second  is  that  GSA  lacks  a 
practical  ability  to  remove  office  buildings  from  its  own  portfolio, 
especially  ones  with  historical  significance,  that  have  exceeded 
their  useful  life  or  are  no  longer  needed  or  cost-effective  to  operate 
or  renovate. 

A  contributing  factor  to  the  inability  to  dispose  of  assets  is  that 
GSA's  asset  reutilization  and  disposal  activities  are  separate  from 
its  asset  acquisition  and  management  activities.  This  separation  in- 
hibits effective  communication,  coordination,  and  team  work. 

The  Government's  overall  management  and  oversight  of  Federal 
real  property  could  be  improved  by  increasing  the  use  and  applica- 
tion of  generally  accepted  private  sector  asset  management  con- 
cepts; or  devising  a  Government-wide  strategy,  approach,  and  any 
needed  incentives  and  penalties  for  reducing  Federal  space  require- 
ments and  associated  costs;  and  identifying  unneeded  and 
underutilized  space,  and  separately  identifying  expenditures  and 
associated  opportunity  costs  for  historic  building  preservation 
projects;  and  forming  a  coordinated  rather  than  a  separate  ap- 
proach to  acquisition  management,  reutilization,  and  disposal. 

Another  obstacle  to  acquiring  assets  relates  to  Federal  Buildings 
Fund  shortfalls.  The  Federal  Buildings  Fund  has  not  generated 
enough  revenue  to  finance  identified  capital  investment  needs  in 
new  and/or  existing  buildings.  Despite  additions  of  $3.5  billion,  the 
fund  still  is  expected  to  fall  $7  billion  short  of  meeting  GSA's  pro- 
jected capital  investment  needs  over  the  10-year  period  ending 
2002.  Our  work  has  identified  three  principal  reasons  for  this 
shortfall:  rent  restrictions  OMB  and  Congress  have  imposed  over 
the  years,  conceptual  flaws  in  the  fund's  design,  and  the  cost  of  in- 
creased reliance  on  leased  space. 

While  most  rent  restrictions  have  now  been  eliminated,  periodic 
restrictions  since  1975  reduced  available  fund  revenue  by  about  $5 
billion. 

Also,  the  cumulative  shortfall  in  the  funds  available  for  capital 
investment  is  attributable  at  least  in  part  to  conceptual  flaws  in 
the  fund's  design.  One  of  the  conceptual  flaws  is  that  the  Federal 
Buildings  Fund  revenues,  which  are  based  on  local  prevailing  com- 
mercial rental  rates,  are  not  directly  related  to  projected  costs  of 
long-term  Federal  asset  replacement.  Also,  the  operating  costs  and 
capital  needs  of  Federal  buildings,  especially  courthouses,  typically 
are  greater  than  those  of  commercial  office  buildings.  In  addition, 
the  Federal  Buildings  Fund  concept  of  requiring  agencies  to  budget 
and  pay  for  the  space  they  occupy  has  not  provided  the  expected 
financial  incentives  or  the  necessary  discipline  to  reduce  space 
costs.  And,  finally,  the  increasing  reliance  on  leased  space  is  result- 
ing in  less  money  available  for  capital  investment. 

As  you  are  aware,  S.  714,  which  the  Senate  recently  passed  and 
that  contained  a  key  amendment  by  you,  Senator  Cohen,  would  re- 
quire an  OMB  study  of  alternatives  to  the  current  Federal  Build- 
ings Fund  financing. 
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The  fifth  and  final  obstacle  addresses  budget  scorekeeping,  which 
you  all  have  discussed  in  detail  earlier.  Our  work  has  shown  that 
GSA  could  save  billions  of  dollars  by  increasing  the  amount  of  fed- 
erally owned  space  and  reducing  leased  space.  Current  budget 
scorekeeping  rules  serve  as  disincentives  for  increasing  ownership 
because  they  are  biased  in  favor  of  operating  leases  and  drive 
decisionmakers  toward  the  continued  use  of  costly  leases.  These 
rules  require  that  the  total  budget  authority  for  building  construc- 
tion, purchase,  or  lease-purchases  be  recognized  up  front  in  the 
year  the  project  is  proposed.  In  contrast,  the  rules  for  ordinary  op- 
erating leases,  as  we  have  already  discussed  today,  only  require 
that  the  current  year's  lease  costs  be  recognized. 

To  solve  this  dilemma,  the  budget  scorekeeping  rules  need  to  be 
studied  to  determine  what  changes  are  needed  to  put  operating 
leases  and  ownership  on  a  "level  playing  field."  This  change  would 
allow  decisionmakers  to  choose  the  lease  option  only  when  it  makes 
sense  and  is  the  most  cost-effective  housing  option  available. 

Before  closing,  Mr.  Chairman,  I  would  like  to  note  that  the  new 
leadership  team  has  just  begun  to  take  charge  at  GSA.  We  sense 
already  that  GSA  is  open  to  fresh  thinking  about  its  mission  and 
operational  style.  We  also  sense  a  broader  interest  in  Congress  in 
public  building  strategic  issues,  as  exemplified  by  this  hearing. 

This  concludes  my  remarks  today.  I  would  be  happy  to  take  any 
questions  that  you  might  have. 

Senator  Levin.  Thank  you,  Mr.  Motley. 

Senator  Cohen? 

Senator  Cohen.  Mr.  Motley,  your  testimony  indicates  that  GSA 
has  a  monopoly  on  supplying  office  space  to  the  Federal  agencies. 
Does  that  result  in  higher  rent  payments  than  otherwise  might  be 
achieved  in  the  private  sector? 

Mr.  Motley.  Well,  I  don't  really  believe,  Senator  Cohen,  that  it 
results  in  higher  rent  payments,  but  what  it  does  in  many  cases 
is  locks  Federal  agencies  into  going  through  GSA.  As  a  result  of 
having  that  monopoly,  there  is  no  competition  between  GSA  and 
the  private  sector,  and  if  there  were  that  type  of  competition,  you 
might  see  a  different  situation  where  you  have  lower  rents. 

In  addition  to  that,  the  Federal  Buildings  Fund  creates  some — 
as  I  indicated  earlier,  has  some  flaws  in  it.  Initially  it  was  set  up 
for  agencies  to  become  a  little  bit  more  cost-effective  by  looking  at 
the  space,  but  it  really  hasn't  done  that. 

Senator  Cohen.  So  you  don't  reach  a  judgment?  Are  you  rec- 
ommending we  have  some  test  or  pilot  program? 

Mr.  Motley.  We  really  think  that  that  would  be  an  excellent 
idea.  While  you  have  to  be  very  careful  in  doing  that,  I  think  it 
would  provide  an  incentive  for  GSA  to  recognize  how  it  must  be  a 
little  bit  more  flexible  in  its  leased  space  and  also  a  little  bit  more 
competitive  with  the  private  sector. 

Senator  Cohen.  Should  it  be  tailored  just  to  the  smaller  agencies 
as  opposed  to  the  larger  ones?  Would  you  give  it  complete  flexibility 
so  that  the  other  agencies  could  go  to  the  private  sector  on  a  trial 
basis? 

Mr.  Motley.  That  might  be  a  good  starting  place  so  that  you 
could  see  the  kind  of  flaws  that  would  exist  there.  Some  other 
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countries  have  tried  these  projects.  They  have  had  some  problems, 
but  they  have  recognized  some  tremendous  benefits  as  well. 

Senator  Cohen.  On  the  one  hand,  you  have  indicated  GSA 
doesn't  function  in  a  businesslike  manner;  on  the  other  hand,  you 
have  indicated  it  needs  more  authority  than  it  currently  has  be- 
cause it  is  so  restricted  in  its  options.  Are  you  concluding  then,  that 
if  it  had  more  authority,  that  necessarily  is  going  to  result  in  the 
agency  operating  in  a  more  businesslike  manner? 

Mr.  Motley.  Well,  it  is  an  interesting  crux  that  you  bring  up 
there,  Senator  Cohen.  I  think  when  we  talk  about  a  businesslike 
manner,  we  are  really  talking  about  being  more  efficient  and  effec- 
tive, making  their  decisions  in  a  detailed  way  that  someone  like 
yourself  or  the  Committee  or  the  GAO  could  go  in  and  audit  and 
say,  Why  did  you  make  the  decisions  that  you  did?  So  that  they 
would  be  based  on  sound  business  judgment. 

Senator  COHEN.  In  other  words,  just  giving  them  the  authority 
is  not  going  to  change  the  way  in  which  they  are  doing  business 
necessarily,  unless  you  start  introducing  the  other  reforms,  such  as 
providing  more  flexibility  as  far  as  agencies  going  out  into  the  pri- 
vate sector.  So  if  you  are  going  to  give  more  authority,  you  also 
have  to  include  the  flexibility;  otherwise,  you  have  simply  enhanced 
the  monopolistic  status  of  GSA  without  the  competitive  aspects. 

Mr.  Motley.  You  are  correct,  Senator. 

Senator  Cohen.  You  also  have  indicated  that  GSA  is  paying 
about  $2  billion  a  year  in  leased  space,  and  my  understanding  is 
it  is  going  up  at  a  rate  of  about  $200  million  every  year. 

Mr.  Motley.  That  is  correct,  Senator. 

Senator  COHEN.  And  you  have  earlier  reported  that  it  is  more 
cost-effective  in  the  long  term  for  the  Government  to  own  rather 
than  to  lease.  As  a  general  statement,  that  may  be  true,  but  it  has 
to  be  on  a  case-by-case  basis,  does  it  not? 

Mr.  Motley.  Oh,  I  agree  with  you,  definitely.  Some  of  the  work 
that  we  did  in  1989  would  suggest  that  43  of  the  projects  that  were 
proposed  by  GSA,  had  they  gone  to  purchase  as  opposed  to  lease, 
could  have  saved  over  a  30-year  period  approximately  $12  billion. 

Senator  Cohen.  What  about  the  policy  of  the  Federal  Govern- 
ment constructing  new  office  space  in  an  area  where  the  market  is 
depressed,  where  there  is  an  abundance  of  commercially  available 
office  space,  and  then  we  come  in  (the  Government),  and  then  build 
a  very  expensive  project  when  we  could,  in  fact,  either  lease  or  per- 
haps even  purchase  in  that  region?  And  I  am  going  to  ask  you  to 
answer  that  by  commenting  oe  the  projects  in  Philadelphia  and  At- 
lanta by  way  of  example. 

Mr.  Motley.  Well,  I  can't  speak  specifically  to  the  Philadelphia 
and  the  Atlanta  projects.  Overall,  we  feel  that  with  the  great  op- 
portunities that  the  market  is  providing  out  there  at  this  point  in 
time,  as  alluded  to  a  little  bit  earlier  in  some  of  the  other  testi- 
mony, it  probably  just  doesn't  make  sense  for  GSA  to  be  construct- 
ing some  of  the  space  it  has. 

There  are  some  things  that  keep  them  from  doing  that.  You  all 
have  discussed  the  budget  scorekeeping  rules.  In  some  cases,  GSA 
can't  meet  the  exact  needs  that  an  agency  wants,  but  that  is  the 
whole  idea  that  you  addressed  earlier  about  being  a  little  bit  more 
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flexible  in  what  the  agencies  are  asking  for  and  what  GSA  was  able 
to  get. 

Mr.  Stankosky.  I  would  just  like  to  drive  one  point  home  about 
GSA. 

Senator  COHEN.  State  your  name  for  the  record,  please. 

Mr.  Stankosky.  Jerry  Stankosky.  GSA  has  not  been  able  to  do 
certain  things.  As  you  know,  the  agencies  have  a  lot  to  say  about 
the  requirements  that  GSA  tries  to  fill,  and  GSA  says  that  a  lot 
of  times,  even  though  there  is  a  high  vacancy  rate,  that  the  build- 
ings don't  meet  the  agency's  requirements.  And,  that  is  what  they 
are  in  the  business  to  do,  to  fulfill  the  agency's  requirements. 

But  in  this  environment,  I  agree.  I  think  the  agencies  have  to 
start  backing  off.  GSA  has  to  identify  the  properties  that  are  avail- 
able, to  see  if  some  adjustments  could  be  made,  and  some  flexibility 
in  the  requirements  could  be  exercised  to  take  advantage  of  market 
conditions.  And,  I  don't  think  this  is  being  currently  done  right 
now. 

Senator  Cohen.  Let  me  just  comment  briefly  about  the  two 
projects,  again,  just  by  way  of  illustration.  I  am  told,  of  course,  that 
the  Postal  Service  has  canceled  what  were  existing  plans  to  spend 
over  $250  million  to  construct  a  million-square-foot  building  which 
GSA  had  agreed  to  lease  for  20  years,  at  a  cost  totaling  some  $490 
million.  The  construction  costs  amounted  to  at  least  $250  a  square 
foot,  and  then  over  the  life  of  that  lease,  GSA  would  pay  about 
$490  a  square  foot,  while  the  prime  commercial  real  estate  avail- 
able in  Philadelphia  is  currently  selling  for  about  $100  to  $125  a 
square  foot.  So  we  are  looking  at  something  about  four  times  the 
going  rate  in  that  particular  case. 

In  Atlanta  there  is  already  a  30  percent  commercial  vacancy 
rate.  The  Federal  Government  has  agreed  to  lease  a  new  1.9  mil- 
lion square  foot  building  from  a  private  developer.  That  arrange- 
ment is  going  to  result  in  the  Government  vacating  more  than  1.2 
million  square  feet  currently  being  rented  by  agencies  in  six  sepa- 
rate buildings.  It  is  going  to  result  in  a  73  percent  increase  in  the 
rental,  from  $15  million  up  to  $26  million.  And  we  have  one  study 
by  Arthur  Andersen  indicating  that  if  that  project  goes  through, 
the  downtown  vacancy  rate  will  go  up  to  levels  of  47  percent. 

So  I  cite  these  as  examples.  They  are  not  exclusive.  I  can  go 
through  from  Waco,  Texas,  to  Herndon,  Virginia,  to  Crystal  City 
and  elsewhere. 

Mr.  Stankosky.  But  I  think  these  projects  are  driven  by  the 
ideal,  that  is,  what  we  want  to  look  like  in  Atlanta,  for  example, 
rather  than  looking  at  what  can  we  look  like  at  the  best  cost  to  the 
taxpayer.  Right  now  it  is  just  that  this  is  kind  of  the  ideal  situa- 
tion. This  would  meet  everybody's  need.  I  am  not  so  sure  this  is 
the  way  we  should  go  considering  what  the  market  conditions  are 
in  the  city. 

Senator  Cohen.  This  isn't  the  problem.  The  problem  is  that  we 
are  going  to  the  American  people,  and  we  are  telling  them  we  have 
got  to  raise  their  taxes.  At  a  time  when  we  are  calling  upon  the 
raising  of  substantial  levels  of  taxes  in  this  country,  they  look  to 
us  and  say,  well,  what  are  you  doing?  Well,  we  are  building  you 
an  ideal  building,  built  for  the  21st  century.  And  they  are  saying, 
But  I  can't  even  get  by  now;  I  have  got  to  cut  back;  I  can't  modern- 
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ize  my  house.  I  can't  buy  a  new  house;  I  have  got  to  cut  back  and 
to  pay  more,  and  you  are  telling  me  at  a  time  when  there  are  30 
percent  vacancy  rates,  and  you  have  got  existing  buildings  which 
could  serve  the  government's  needs,  the  ideal  thing  would  be  to  go 
forward  with  this  particular  project  which  will  cost  some  $500  mil- 
lion. We  could  save  $500  million,  half  a  billion  dollars  if  we  don't 
move  at  all. 

Now,  half  a  billion  may  not  seem  like  much  in  the  large  scope 
of  things.  When  you  are  telling  people  you  are  going  to  be  raising 
their  taxes  by  $290  or  $295  billion,  we  have  got  a  lot  of  answering 
to  do,  not  just  that  we  would  like  to  have  the  ideal  building. 

Mr.  Motley.  I  agree  with  you  there,  Senator  Cohen.  I  think  the 
taxpayers  today  are  very  much  attuned  to  this  and  are  watching 
it  very  carefully. 

Senator  Cohen.  I  have  some  more  questions,  but,  Senator  Levin, 
why  don't  you  move  ahead. 

Senator  Levin.  I  want  to  get  to  the  scorekeeping  in  a  little  more 
detail  because  it  really  is  costing  us  a  fortune  the  way  we  keep 
score  for  our  budget.  And,  again,  this  sounds  like  kind  of  a  tech- 
nical issue,  and  it  is  hard  for  the  public  to  focus  on  it,  but  how  we 
score  a  building  for  budget  purposes  can  have  a  dramatic  effect  on 
whether  or  not  we  buy  or  lease  that  building.  Even  though  it  may 
save  the  taxpayer's  money  to  purchase  an  existing  building,  instead 
of  building  a  new  one,  the  budget  scoring  rules  drive  us  towards 
building  a  new  one.  And  even  though  it  would  save  us  money  to 
lease  with  an  option  to  buy  at  the  end  of  it,  the  scoring  rules  drive 
us  towards  leasing  without  that  option  to  buy,  and  that  could  cost 
the  taxpayers  a  lot  of  money. 

Is  that  generally  true? 

Mr.  Motley.  Yes,  sir.  That  is  correct. 

Senator  Levin.  All  right.  Now,  what  I  would  like  to  do  is  zero 
in  on  those  rules,  which  sound  arcane.  They  are  relatively  recent. 
They  are  very  technical,  but  they  are  very  real.  If  you  are  out  there 
deciding  whether  to  build  a  new  building,  buy  an  existing  build- 
ing— which  could  be  a  real  bargain  given  the  glut  of  real  estate  on 
the  market — or  lease,  and  if  so,  what  kind  of  lease,  these  scoring 
rules  have  a  big  impact  on  your  agency. 

Mr.  Motley.  They  definitely  do. 

Senator  Levin.  You  are  an  agency;  you  have  got  a  certain 
amount  of  budget  authority.  If  you  enter  into  a  long-term  lease,  or 
into  a  lease,  let's  say,  with  an  annual  payment — the  annual  pay- 
ment is  all  that  will  count  against  this  year's  budget.  Is  that  right? 

Mr.  Motley.  That  is  correct. 

Senator  Levin.  But  if  it  at  the  end  of  that  lease  the  owner  is 
willing  to  give  you  the  building  for  a  buck,  if  you  agree  to  that,  all 
of  the  lease  payments  suddenly  are  in  this  year's  budget.  Is  that 
right? 

Mr.  Motley.  That  is  the  way  I  understand  it,  Mr.  Chairman. 

Senator  Levin.  Now,  it  seems  to  me  that  makes  utterly  no  sense, 
and  it  biases  us  and  the  agencies  against  leases  with  ownership  at 
the  end  of  them,  which  could — could — cost  taxpayers  a  lot  of 
money,  right? 

Mr.  Motley.  That  is  correct,  Mr.  Chairman. 
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Senator  Levin.  It  is  those  biases  that  we  have  got  to  get  rid  of. 
There  are  occasions,  I  think  you  would  agree,  where  it  pays  us  to 
lease  instead  of  buy. 

Mr.  Motley.  Definitely. 

Senator  Levin.  But  we  ought  to  be  able  to  make  that  decision  on 
an  economic  basis  and  not  on  an  artificial  budget-scorekeeping 
basis. 

Mr.  Motley.  I  agree  with  you. 

Senator  Levin.  We  ought  to  make  that  decision  the  way  a 
businessperson  would  make  that  decision,  not  based  on  some  kind 
of  a  rule  which  was  designed  apparently  between  OMB,  CBO,  and 
Congress.  Is  that  right? 

Mr.  Motley.  Yes,  sir.  That  is  correct. 

Senator  Cohen.  Could  I  just  interrupt  you  for  a  moment? 

Senator  Levin.  Sure. 

Senator  Cohen.  I  will  give  you  a  classic  case.  We  have  a  situa- 
tion where  GSA  is  leasing  a  building  out  in  Herndon,  Virginia — 
three  floors;  the  fourth  floor  is,  in  fact,  vacant — from  a  private  de- 
veloper who  went  bankrupt.  It  was  taken  over  by  Riggs  National 
Bank,  Riggs  Bank,  and  the  bank  offered  to  GSA  the  ability  to  enter 
into  a  lease-purchase  agreement  for  the  whole  four  floors,  not  just 
three  but  the  whole  four,  on  a  basis  that  would  have  been  cheaper 
than  what  we  are  doing  now.  But  because  of  the  rules  which  Sen- 
ator Levin  has  just  cited,  the  entire  purchase  price  would  have  to 
be  included  in  the  amount  scored  by  OMB.  All  the  lease  payments 
would  have  to  be  included  in  the  first  year.  Therefore,  we  were  un- 
able to  take  advantage  of  that  particular  deal. 

Senator  Levin.  So  we  have  a  perverse  rule  that  drives  us  in  the 
wrong  economic  direction.  Actually,  there  are  a  number  of  perverse 
rules. 

What  was  the  origin  of  those  rules?  Do  you  remember  them  or 
have  you  gone  back  to  reconstruct  those? 

Mr.  Motley.  We  really  haven't,  Mr.  Chairman.  I  don't  know  the 
details  on  it.  I  remember  it  coming  about  in  the  1980's.  I  think  that 
earlier  in  testimony  it  was  highlighted  that  these  things  need  to  be 
brought  to  the  Budget  Committee  and  also  to  the  administration's 
attention. 

Senator  Levin.  The  only  thing  that  I  would  suggest  that  you  do 
here  is,  in  addition  to  your  testimony,  which  is  very  important  for 
us  in  trying  to  change  these  rules,  we  need  some  specific  sugges- 
tions. Let  me  just  give  you  one  and  see  whether  you  might  agree. 
You  may  not  be  authorized  to  agree,  but  we  need  specific  rec- 
ommendations from  the  GAO. 

Go  back  to  that  building  that  I  described  before.  You  have  got 
a  building  you  can  build  new.  It  will  cost  you  $90  million,  and  it 
will  be  built  evenly  over  3  years.  You  can  buy  an  existing  building, 
exactly  the  same  but  6  months  old,  for  $50  million. 

The  rules  will  drive  agencies  to  build  the  new  building  for  $90 
million  instead  of  buying  the  existing  building  for  $50  million  since 
if  they  buy  the  existing  building  for  $50  million,  in  that  year  it 
counts  against  their  budget  $50  million.  Whereas,  if  they  build  a 
new  building  for  $90  million  and  it  takes  3  years  evenly  to  do,  it 
only  counts  $30  million  against  that  first  year's  budget. 
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So  the  perverse  impact  of  this  rule  is  to  drive  the  agency  to 
building  a  new  building  instead  of  buying  an  existing  building, 
even  though  the  existing  building  perfectly  adequately  meets  their 
needs  and  is  brand  new. 

Mr.  Motley.  That  is  correct. 

Senator  Levin.  Now,  would  you  suggest,  for  instance,  that  when 
it  comes  to  buying  a  building  instead  of  constructing  a  building 
that  we  score  it  over  the  approximate  length  of  time  that  it  would 
take  to  build  the  building  rather  than  scoring  it  in  the  year  of  pur- 
chase? 

Mr.  Stankosky.  I  think  prior  to  1990  when  this  scorekeeping 
changed — because  of  Gramm-Rudman  and  the  deficit  reduction,  it 
was  to  try  to  account  for  all  your  debts  up  front.  That  is  the  limited 
knowledge  I  have  on  scorekeeping.  Prior  to  that,  they  used  to  do 
exactly  what  you  said.  I  think  GSA  used  to  do  a  lot  of  lease-pur- 
chase where  you  would  just  record  the  first  year  up  front  and  you 
would  go  forward  with  that  and  you  were  able  to  lease-purchase  it 
and  buy  the  building  at  the  end. 

But  I  think  Gramm-Rudman  in  1990  forced  OMB  and  the  Con- 
gress to  change  the  accounting  philosophy  to  say,  hey,  we  are  still 
obligated  for  that  debt  over  30  years,  and  that  is  a  true  debt  to  this 
country,  so  we  have  got  to  have  it  recorded  all  up  front.  So  I  guess 
you  can  go  back  to  the  old  philosophy  if  you  want  to  change. 

Senator  Levin.  Well,  you  want  to  go  back  to  it  if  the  current  rule 
has  a  bias  in  it  against  something  which  drives  us  towards  uneco- 
nomical decisions.  Then  you  want  to  change  it.  My  question  is: 
Does  that  specific  change  which  I  just  gave  you  sound  sensible  to 
you,  or  should  we  go  the  other  way  and  change  the  rule  to  say  that 
when  you  are  building  a  new  building  that  you  must  score  the  en- 
tire cost  of  it  in  the  first  year  even  though  it  takes  you  3  years  to 
build  it? 

It  seems  to  me  it  has  got  to  be  one  or  the  other. 

Mr.  Motley.  As  our  testimony  indicated,  Mr.  Chairman,  I  think 
we  need  to  put  those  on  a  level  playing  field  and  let  the 
decisionmakers  look  at  the  economics  of  those  things  so  that  they 
can  be  laid  out,  and  hopefully  make  an  adjustment  in  the  rules  to 
accommodate  evaluating  them  in  a  sensible  manner. 

Senator  Levin.  Now,  do  you  have  a  specific  suggestion  as  to  how 
to  change  any  rule  relative  to  scorekeeping? 

Mr.  Motley.  I  don't  have  a  specific  suggestion  at  this  time,  Mr. 
Chairman,  but  I  think  it  is  something  that  needs  to  be  studied. 

Senator  Levin.  Is  it  appropriate  for  the  GAO  to  give  us  rec- 
ommendations on  that? 

Mr.  Motley.  I  think  that  we  can  look  at  that  a  little  bit  more 
thoroughly  and  get  back  to  you  with  some  discussion  on  it. 

Senator  Levin.  We  would  appreciate  some  specific  recommenda- 
tion. Just  to  give  you  one  final  example,  it  seems  to  me  absurd,  ab- 
solutely absurd,  that  we  could  enter  into  a  10-year  lease,  let's  say 
for  $1  million  a  year  rent,  and  only  the  million  dollars  counts 
against  the  agency's  budget  the  first  year,  unless  the  owner  says 
I  will  throw  the  building  in  at  the  end  for  a  buck.  If  the  agency 
accepts  that,  they  suddenly  are  scored  for  $10  million  against  that 
budget  that  year. 
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So  we  have  a  perverse  disincentive  against  ownership  at  the  end 
of  a  lease.  That,  it  just  seems  to  me,  violates  business  sense  and 
common  sense  to  do  that.  Why  throw  away  an  opportunity  to  own 
a  building,  if  you  want  to,  for  the  buck  at  the  end  of  the  lease  just 
for  some  technical  scorekeeping  reason? 

So  if  you  can  give  us  specific  suggestions  on  how  we  might 
change  scorekeeping,  that  we  ought  to  do,  for  instance,  one  or  the 
other.  In  other  words,  you  don't  have  to  say  you  ought  to  do  A;  you 
might  want  to  say  you  should  do  either  A  or  B.  Whatever  you  do 
for  the  record  will  be  helpful  to  us  as  we  raise  this  issue  with  OMB 
and  the  Budget  Committee  and  the  other  committees. 

Senator  Cohen? 

Senator  Cohen.  Mr.  Chairman,  I  would  point  out  very  quickly 
that  back  in  May  I  offered  an  amendment  on  the  floor,  which  was 
accepted  without  even  a  recorded  vote  because  there  was  over- 
whelming support  for  the  measure,  which  would  direct  OMB  to  re- 
examine and  revise  its  scorekeeping  rules.  I  might  point  out  that 
at  the  time  OMB  was  in  opposition  to  the  amendment,  which  may 
require  another  hearing  for  us  to  bring  OMB  here  to  find  out  what 
its  objections  are. 

The  second  point  I  would  make  is  that  GSA  has  a  number  of  con- 
flicting laws  and  regulations  that  it  has  to  comply  with.  On  the  one 
hand,  we  may  say  let's  do  the  most  cost-effective  thing,  but  there 
may  be  a  directive,  either  an  Executive  order  or  some  kind  of  con- 
gressional resolution,  which  directs  GSA  to  locate  a  new  building 
or  lease  a  facility  in  an  urban  area,  or  in  10  major  cities  (as  re- 
quired by  one  of  the  regulations)  or  in  a  rural  area,  or  to  spread 
it  evenly  around  the  country. 

Mr.  Motley.  I  understand. 

Senator  Cohen.  So  they  are  sort  of  buffeted  by  all  of  the  conflict- 
ing regulations  saying,  What  do  you  want  us  to  do,  be  real  cost  effi- 
cient and  effective?  We  can  do  that  but  for  these  other  regulations. 
So  it  seems  to  me  we  have  got  to  examine  that  ourselves,  and  as 
you  are  looking  through  that,  we  would  appreciate  any  rec- 
ommendations you  might  have  in  terms  of  how  we  can  perhaps 
give  some  directions  about  a  singularity  of  direction. 

Mr.  Motley.  I  might  comment,  Senator  Cohen,  that  in  Septem- 
ber of  1990  we  issued  a  report  dealing  with  location  policy,  and  in 
that  report  we  recommended  to  GSA  to  look  at  all  these  various 
things  that  impact  on  them  as  far  as  the  Rural  Development  Act 
and  the  Executive  orders  and  the  Competition  in  Contracting  Act 
and  OMB  Circular  A-105,  and  suggested  that  they  put  together  a 
cohesive  approach  to  this  and  present  it  to  OMB. 

As  I  understand  it,  they  have  not  done  that  yet.  Maybe  they  have 
done  some  work  on  it,  but  they  have  not  presented  that  package. 

Senator  Cohen.  There  are  various  projects  which  lend  credence 
to  what  we  have  been  talking  about  here.  One  of  them  that  comes 
to  mind  quickly  is  a  facility  in  Waco,  Texas,  which  has  achieved  a 
different  kind  of  fame  in  recent  months.  But  there  is  a  VA  facility 
there  that  is  being  leased.  I  guess  the  lease  expires  in  July,  as  I 
recall,  and  GSA  is  going  to — because  of  one  of  these  directives,  it 
must  locate  in  a  major  urban  area — is  going  to  direct  that  the  VA 
move  into  town.  The  VA  doesn't  want  to  move  into  town,  but  GSA 
says  it  has  a  requirement  that  it  locate  the  next  facility  in  town, 
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even  though  there  is  no  existing  facility  there,  so  now  GSA  is  con- 
templating building  a  facility  to  house  VA  at  a  cost  of  about  $10 
to  $12  million. 

Senator  Levin.  One  last  point.  We  have  mentioned  here  OMB. 
OMB  sent  me  a  letter.  Phil  Lader  sent  a  letter  to  me,  which  we 
will  make  part  of  the  record,  indicating  that  OMB  and  the  National 
Performance  Review  are  deeply  engaged  in  discussions  of  many  of 
the  very  issues  raised  in  my  letter  to  them,  including — I  will  read 
it:  "In  particular,  the  discussions  include  possibly  revising  budget 
scoring  rules  and  expanding  authorities  to  agencies  to  manage  and 
control  real  property.  After  the  National  Performance  Review  re- 
leases its  recommendations" — which  will  not  be  too  far  from  now — 
"I  would  be  pleased  to  respond  to  any  inquiries  from  the  Sub- 
committee." So  they  are  reviewing  this  right  now  as  we  speak,  and 
he  preferred  to  respond  after  their  review  so  that  they  could  con- 
tinue their  review.  And  he  also  indicates  that  they  have  an  ob- 
server here  today,  and  we  won't  embarrass  that  person  by  asking 
him  to  identify  himself. 

So  there  is  this  review  going  on,  and  hopefully  the  observer  from 
OMB  will  report  back  to  the  Vice  President,  to  Director  Panetta, 
and  Mr.  Lader  what  the  gist  of  our  conversation  was  here  today. 
That  is  what  Mr.  Lader  indicates,  in  fact,  that  observer  will  do.1 

Senator  Levin.  If  there  are  no  other  questions  of  this  panel,  we 
thank  you,  Mr.  Motley,  and  your  colleagues  and  move  to  the  next 
panel. 

Mr.  Motley.  Thank  you,  Mr.  Chairman,  Senator  Cohen. 

Senator  Levin.  The  next  panel  will  be  representatives  of  three 
agencies  who  are  collectively  responsible  for  the  lion's  share  of  Fed- 
eral real  property. 

First  we  have  David  Bibb,  an  Assistant  Commissioner  with  the 
General  Services  Administration,  with  the  responsibility  for  the  Of- 
fice of  Facility  Planning. 

Next  we  have  Sherri  Wasserman  Goodman,  Deputy  Under  Sec- 
retary of  Defense  for  Environmental  Security. 

Finally,  we  are  joined  by  Lester  Hunkele,  the  Deputy  Assistant 
Secretary  for  Facilities  Oversight  with  the  Department  of  Veterans 
Affairs. 

We  welcome  all  of  you  this  morning,  and,  Mr.  Bibb,  I  think  that 
we  will  start  with  you,  unless  you  have  a  different  order. 

Mr.  Bibb.  If  it  is  all  right  with  you,  would  it  be  all  right  if  we 
start  with  DOD? 

Senator  Levin.  Sure.  Ms.  Goodman? 

TESTIMONY  OF  SHERRI  WASSERMAN  GOODMAN,2  DEPUTY 
UNDER  SECRETARY  OF  DEFENSE  FOR  ENVIRONMENTAL  SE- 
CURITY, DEPARTMENT  OF  DEFENSE 

Ms.  Goodman.  Thank  you.  Good  morning,  Mr.  Chairman  and 
Senator  Cohen.  We  are  pleased  to  be  here  today,  and  thank  you  for 
this  opportunity  to  testify. 

I  am  speaking,  obviously,  for  the  Department  of  Defense,  but  we 
are  here  as  the  new  administration  because  we  have  been  working 


1See  page  216. 

2  The  prepared  statement  of  Ms.  Goodman  appears  on  page  78. 
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together  quite  closely,  most  recently  in  the  context  of  base  closures. 
I  would  like  to  talk  a  little  about  that  today  and  what  we  are  doing 
together  as  an  administration  to  address  property  issues  at  closing 
bases. 

The  Department  of  Defense  has  developed  over  the  years  success- 
ful working  relationships  with  other  Federal  agencies  and  has 
made  excess  Department  of  Defense  real  property  available  to 
them,  in  a  timely  fashion,  to  satisfy  their  mission  requirements. 
This  has  continued  to  be  the  case  with  the  disposition  of  the  real 
property  that  has  become  available  as  a  result  of  base  closures. 

Senator  Levin.  Ms.  Goodman,  I  hate  to  interrupt  you,  but  I  don't 
know  whether  you  were  here  when  I  announced  that  we  would 
really  appreciate  everybody  shortening  their  statements,  and  we 
will  put  the  entire  statement  in  the  record.  You  are  used  to  this 
process. 

Ms.  Goodman.  Yes,  I  certainly  am,  and  I  will  summarize  my 
statement  for  you  and  be  as  brief  as  possible. 

Senator  Levin.  Given  the  length  of  time  that  we  had  to  recess. 

Ms.  Goodman.  Sure. 

As  you  know,  on  July  2nd,  the  President  announced  his  plan  for 
speeding  economic  recovery  in  communities  where  military  bases 
are  slated  to  close,  and  a  job-centered  approach  to  property  disposal 
at  closing  bases  is  the  centerpiece  of  this  plan. 

For  this  reason,  now  the  Federal  agencies  are  working  together 
to  ensure  that  we  put  economic  redevelopment  first  at  closing 
bases.  We  are  working  to  fashion  a  proposal  now  to  meet  the  Presi- 
dent's request  that  we  develop  a  plan  for  property  disposal  that  fo- 
cuses on  jobs  for  communities  affected  and  meets  a  strict  test  for 
economic  viability  and  job  creation. 

I  will  skip  now  very  quickly  to  the  questions  that  you  asked  of 
us,  just  to  summarize.  The  Department  of  Defense  downsizing  and 
base  closures  will  have  an  impact  on  the  inventory  of  federally 
owned  real  property.  We  anticipate  conveying  a  large  percentage  of 
the  property  at  closing  bases  to  non-Federal  entities,  including 
State  and  local  governments. 

Second,  you  asked  about  possibilities  to  satisfy  Federal  agency 
property  requirements  as  a  result  of  base  closures.  We  do  believe 
this  exists.  We  are  working  together.  We  have  asked  the  Federal 
agencies  to  work  with  us  so  that  the  Federal  Government's  real 
property  needs  and  the  community's  needs  can  be  successfully  sat- 
isfied at  closing  bases,  and  we  are  working  closely  with  commu- 
nities to  effect  that. 

As  far  as  obstacles  to  coordination,  which  you  also  inquired 
about,  we  have  devised  a  new  way  of  working  together  so  that  we 
can  bring  the  Federal  agencies'  interests  into  play  early  on  in  the 
base-closing  process  so  that  the  community's  development  plan  can 
be  given  the  priority  that  the  President  believes  it  should  as  we 
help  to  revitalize  base-closing  communities. 

That  summarizes  my  statement,  Mr.  Chairman.  I  would  be 
happy  to 

Senator  Levin.  That  was  faster  than  expected,  as  a  matter  of 
fact. 
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Ms.  Goodman.  I  would  be  happy  to  expand  if  you  would  like,  but 
at  your  request  and  given  the  hour,  I  have  summarized  quickly  and 
would  be  happy  to  answer  any  questions. 

Senator  Levin.  Thank  you. 

Senator  Cohen.  I  would  also  point  out  Ms.  Goodman  comes  well 
qualified  to  summarize  since  she  served  for  some  time  up  here  as 
a  staff  member  on  the  Hill. 

Ms.  Goodman.  Yes,  that  is  right. 

Senator  Levin.  She  is  used  to  these  truncations.  There  is  no 
doubt  about  that. 

Mr.  Bibb? 

TESTIMONY  OF  DAVID  L.  BD3B,1  ASSISTANT  COMMISSIONER, 
OFFICE  OF  FACnJTY  PLANNING,  GENERAL  SERVICES  AD- 
MINISTRATION; ACCOMPAMED  BY  ROBERT  DiLUCHIO,  AS- 
SISTANT COMMISSIONER  FOR  REAL  PROPERTY  DEVELOP- 
MENT 

Mr.  Bibb.  Good  morning,  Mr.  Chairman,  Senator  Cohen.  I  am 
David  Bibb,  Assistant  Commissioner  for  Planning  for  GSA's  Public 
Buildings  Service. 

The  Public  Buildings  Service  primarily  supplies  general-purpose 
space,  but  our  inventory  also  includes  special-use  facilities  such  as 
courthouses,  border  stations,  laboratories,  and  data  processing  cen- 
ters. Our  inventory,  as  some  of  these  charts  are  going  to  show,  is 
over  260  million  square  feet  of  space.  Today  it  is  53  percent  Gov- 
ernment-owned and  47  percent  leased. 

As  you  can  see  from  the  chart,  the  ratio  has  dropped  from  a  76- 
24  ratio  in  1970  to  the  53-47  figure  today.  The  preponderance  of 
our  activity  in  recent  years  has  been  the  leasing  of  commercial 
space,  not  Federal  construction. 

More  than  1  million  Federal  employees  from  all  three  branches 
of  the  Government  work  in  our  facilities.  While  our  space  inventory 
has  grown  only  moderately  over  the  years,  we  are  housing  nearly 
200,000  more  employees  than  we  were  12  years  ago  in  our  space. 
I  would  note  that  the  space  is  being  used  efficiently.  In  fact,  the 
average  office  space  per  employee  in  our  inventory  has  dropped 
from  178  square  feet  to  146  square  feet  per  person  now.  The  num- 
bers I  think  you  saw  earlier  were  civilian  Government-wide  num- 
bers. These  figures  are  for  the  GSA  inventory  only. 

The  acquisition  and  operation  of  our  space  is  financed  by  the 
Federal  Buildings  Fund.  The  Fund,  and  the  Public  Buildings  Serv- 
ice's Rent  system,  were  established  by  law  in  1972.  Prior  to  that 
time,  the  Public  Buildings  Services'  programs  were  primarily  fund- 
ed through  direct  appropriations.  And  I  think  just  a  minute  of  un- 
derstanding the  Fund  is  critical  to  some  of  the  issues  that  you  have 
been  hearing  about  and  discussing  this  morning. 

As  you  can  see  on  the  left-hand  side  of  the  chart,  the  agencies, 
of  course,  receive  appropriations  from  the  Congress.  The  second  set 
of  arrows  shows  that  they  make  rental  payments  to  us.  The 
amount  in  fiscal  year  1994  will  be  $4.8  billion.  Those  rent  rates  are 
set  by  commercial  appraisers  doing  commercial  appraisals  on  the 
buildings  in  our  inventory,  and  we  believe  they  reflect  market  con- 


1  The  prepared  statement  of  Mr.  Bibb  appears  on  page  85. 
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ditions.  In  fact,  we  are  charged  by  law  with  charging  a  commer- 
cially comparable  rate. 

From  time  to  time,  as  the  second  set  of  arrows  shows,  the  Con- 
gress will  supplement  the  Federal  Buildings  Fund,  and  in  this  case 
we  received  about  $300  million  as  an  appropriation  to  the  Fund 
last  year  which  became  a  carryover  to  this  fiscal  year. 

So  the  funding  available  for  fiscal  year  1994  totals  $5.1  billion. 
From  that  $5.1  billion,  $2.1  billion,  as  has  been  alluded  to  before, 
goes  to  pay  for  commercial  leases;  $1.4  billion  to  operate  our  build- 
ings, the  heating,  cleaning,  and  keeping  the  buildings  running; 
$700  million  for  repairs  and  alterations.  I  think  the  point  was 
made  that  many  of  our  buildings  are  over  40  years  old,  and  it  does 
take  a  substantial  amount;  we  believe  this  is  about  the  correct 
amount  to  fund  our  renovation  program.  This  leaves  a  balance  of 
about  $900  million  available  for  purchases,  new  construction,  and 
interest  payments  on  the  lease-purchase  arrangements  that  we  did 
enter  into  a  number  of  years  ago.  The  actual  amount  available  for 
new  construction  or  purchase  out  of  that  $900  million,  after  you  de- 
duct installment  purchases  and  design  amounts,  is  somewhere 
around  $750  million  in  this  year's  budget. 

When  permitted  to  operate  as  intended,  the  Federal  Buildings 
Fund  provides  a  reliable  source  of  revenue  sufficient  to  fund  day- 
to-day  building  operations,  operating  leases  and  management  of  ex- 
isting assets.  However,  the  revenues  have  been  sufficient  for  only 
a  modest  level  of  new  construction  and  building  purchases.  Accord- 
ingly, most  of  the  capital  recently  available  in  the  Fund  has  been 
targeted  toward  special-purpose  facilities  such  as  U.S.  courthouses. 

I  know  we  have  talked  about  some  general-purpose  office  build- 
ings, but  the  vast  preponderance  of  the  new  construction  we  have 
going  on  around  the  country  today  is  for  special-purpose  facilities, 
and  a  lot  of  that  is  U.S.  courthouses.  In  fact,  by  the  Public  Build- 
ings Amendments  of  1988,  the  Congress  directed  us  to  house  U.S. 
courthouses  in  Government  owned  space.  So  a  lot  of  our  resources 
go  for  that  purpose. 

In  your  invitation  letter,  you  asked  us  to  address  a  number  of  is- 
sues. I  am  not  going  to  hit  all  of  those.  I  would  like  to  just  briefly 
mention  budget  scorekeeping  rules,  since  a  lot  of  the  focus  of  the 
discussion  has  been  there. 

I  would  simply  say  that  the  new  Administrator  of  General  Serv- 
ices, Roger  Johnson,  has  not  been  onboard  long,  as  you  are  aware, 
but  he  is  well  aware  of  these  scorekeeping  issues  already.  He  has 
been  told,  as  you  have  mentioned  today,  that  this  may  have  influ- 
enced real  estate  decisions  in  the  past.  His  plan  is  to  begin  looking 
at  our  projects  on  a  dual  track.  We  will  look  at  what  we  can  do 
within  the  constraint  of  the  current  scoring  rules;  we  will  also  look 
at  what  the  alternatives  may  be.  He  plans  to  come  forward  with 
the  best  solution,  with  the  expectation  that  reasonable  people  will 
make  rational  decisions.  Hopefully  we  can  focus  attention  on  what 
the  right  solution  is  for  a  particular  real  estate  need. 

As  far  as  coordination  of  properties  among  agencies,  I  would  just 
like  to  briefly  say  that  I  think  you  will  see  out  of  our  current  lead- 
ership, including  Mr.  Johnson,  an  aggressive  asset  management 
philosophy.  I  believe  that  he  will  move  to  implement  a  broader  au- 
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thority  for  GSA  in  attempting  to  make  sure  that  the  Government's 
assets  are  well-utilized. 

On  the  purchase  of  buildings,  there  are  a  couple  of  things  I 
would  like  to  mention  there.  In  order  to  be  in  a  position  to  pur- 
chase buildings,  whether  they  are  from  the  RTC,  FDIC,  or  simply 
from  the  private  sector,  the  first  and  most  important  thing  needed, 
of  course,  is  building  purchase  funds.  And  we  have  requested  fund- 
ing for  building  purchases  in  several  budgets  to  OMB,  but  again 
because  of  competing  needs  and  some  of  the  restrictions  in  the  Fed- 
eral Buildings  Fund,  we  have  not  requested  of  the  Congress,  at 
least  in  the  last  3  or  4  years,  any  building  purchase  moneys.  In  the 
1980's,  we  were  receiving  building  purchase  funds;  we  bought  over 
3.5  million  square  feet  of  commercial  buildings  at  an  average  price 
of  under  $90  per  square  foot,  fully  built  out.  We  believe  there  is 
potential  to  buy  buildings;  it  does  take  the  money  to  do  that. 

We  would  also  like  to  see  increased  authority  to  negotiate  di- 
rectly with  RTC  and  FDIC.  There  are  some  restrictions  on  how  we 
can  accomplish  that  today. 

My  statement  also  mentions  some  of  the  good  things  that  are 
happening  in  the  Public  Buildings  Service.  I  am  not  going  to  dis- 
cuss those  in  a  lot  of  detail,  but  we  are  the  energy  conservation 
leader  in  the  Federal  Government.  We  have  opened  92  child  care 
centers  around  the  country.  We  believe  we  are  a  national  leader, 
Federal  or  private  sector,  in  that  area  of  operation.  Some  of  our 
renovation  projects  have  won  awards  from  Buildings  magazine  this 
year  as  among  the  best  renovations  in  the  Nation.  This  year,  one 
of  the  buildings  which  we  purchased  in  Atlanta  won  the  Building 
Owners  and  Managers  Association  International  Office  Building  of 
the  Year  Award  for  being  the  best-managed  Government  building 
in  their  organization. 

We  have  a  ways  to  go.  We  have  a  lot  of  issues  we  need  to  deal 
with,  and  I  think  you  can  expect  to  see  initiatives  out  of  GSA  in 
improved  cost  controls,  Government-wide  asset  management,  and  a 
host  of  other  areas  as  we  try  to  apply  the  principles  of  the  Presi- 
dent's National  Performance  Review. 

We  are  also  carrying  forward  a  dialogue  with  the  courts.  You 
have  mentioned  the  court  system  extensively.  Mr.  Johnson  has  al- 
ready been  in  touch  with  the  Chief  Justice  and  with  other  officials 
in  the  court  system. 

Before  I  answer  any  questions,  since  the  issue  of  courthouse  costs 
has  come  up,  I  would  like  to  briefly  explain  where  our  costs  come 
from.  That  doesn't  mean  there  isn't  room  for  a  dialogue  with  the 
court  system  because  some  of  the  requirements  are  driving  some  of 
these  costs.  But  basically,  the  Means  data,  which  is  the  Nationwide 
database  of  cost  numbers,  indicates  a  cost  of  around  $99  a  square 
foot  to  build  a  courthouse.  The  first  item  you  see  on  the  chart,  the 
$15-$30  range,  is  a  cost  we  bear  to  account  for  site  improvements 
which  are  not  included  in  the  Means  number.  This  includes  fixed 
furniture  like  the  built-in  judges'  benches,  jury  boxes,  and  that  sort 
of  thing.  In  the  heavy  construction  category,  which  is  the  $12-$24 
number,  we  understand  that  Means  is  based  on  an  average  32,000 
square-foot  courthouse.  GSA's  typical  courthouse  is  about  ten  times 
that  size,  calling  for  heavier  foundations,  structural  framing,  eleva- 
tor systems.  For  example,  we  do  include  separate  elevator  systems 
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for  prisoners,  judges  and  the  public  to  keep  them  segregated  for  se- 
curity purposes. 

In  the  item  that  is  labelled  $17-$40,  we  are  talking  about  U.S. 
Marshal's  space  which  includes  detention  facilities.  We  also  build 
in  capability  for  future  expansion  of  the  building,  either  through 
systems  being  sized  to  account  for  additional  growth  of  the  court 
system,  or  through  shelling  in  space  for  temporary  use  by  executive 
branch  agencies  that  can  later  be  converted  to  court  use. 

We  have  taken  the  midpoint  of  those  ranges  to  come  up  with  the 
$69  figure.  There  is  also  a  $12  figure  for  construction  contingencies, 
which  is  a  7  percent  construction  contingency,  which  just  about 
anybody  would  have  in  a  construction  contract.  Thus,  the  com- 
parable Federal  courthouse  construction  cost  is  $180  per  square 
foot.  Additional  costs  would  include  1.5  percent  for  art  and  archi- 
tecture; 1.5  percent  for  nonconstruction  items  that  have  to  be  pur- 
chased to  fit  out  the  building,  such  as  light  tubes  and  what  are 
really  personal  property. 

Senator  Cohen.  Mr.  Bibb,  do  you  have  any  authority,  or  do  you 
as  a  practice  impose  your  own  judgment  in  terms  of  the  require- 
ments that,  let's  say,  a  U.S.  Attorney's  Office  says,  "I'd  like  to  have 
20,000  square  feet."  Do  you  make  a  judgment  as  to  whether  that 
is  necessary,  or  do  you  allow  the  individual  agency  to  make  that 
determination? 

Mr.  Bibb.  The  U.S.  Attorney  is  part  of  the  executive  branch  and 
dealing  with  the  U.S.  Attorney  is  a  little  bit  different  from  dealing 
with  the  court  system,  which  is  of  course  a  separate  branch  of  Gov- 
ernment. But  with  the  U.S.  Attorney,  we  have  negotiated  what  we 
call  space  allocation  standards;  in  other  words,  the  U.S.  Attorney's 
Office  is  entitled  to  "x"  number  of  square  feet^- — 

Senator  Cohen.  Who  determines  that? 

Mr.  Bibb.  That  was  negotiated  between  GSA  and  the  Depart- 
ment of  Justice  as  far  as  a  standard  allowance.  If  their  space  re- 
quest is  within  those  tolerances,  we  accept  it;  if  we  see  something 
that  is  in  excess  of  that  space  allocation  agreement,  then  we  will 
challenge  that  space  request. 

As  far  as  the  court  system  goes,  it  is  a  little  bit  of  a  different 
issue.  For  example,  the  standards  for  the  separate  elevators  for 
prisoners,  judges  and  public,  were  developed  by  the  court  system. 
We  have  worked  with  them  to  try  to  come  up  with  rational,  reason- 
able approaches  to  those  standards  to  the  point  that  we  have  devel- 
oped this  as  a  standard  cost  allowance.  These  are  the  standard  fin- 
ishes that  the  court  system  will  get.  In  addition,  we  have  chal- 
lenged them  on  their  method  of  projecting  future  space  require- 
ments. We  have  gone  on  record  in  writing  with  the  courts  saying 
we  think  they  look  a  little  high,  and  there  should  be  a  further  dia- 
logue on  that  issue. 

So  there  is  a  lot  of  give  and  take  with  the  court  system,  but  it 
is  a  different  from  dealing  with  an  executive  branch  agency. 

I  would  add  that  the  $180  figure  is  a  benchmark  figure,  basically 
for  the  D.C.  Metro  area.  Depending  on  where  a  courthouse  is  built 
in  the  country,  you  would  adjust  number  down  or  up.  For  example, 
on  the  West  Coast,  we  would  add  an  allowance  for  seismic  consid- 
eration for  the  building;  we  would  escalate  to  the  point  when  we 
planned  to  award  the  construction  contract. 
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I  believe  that's  basically  the  gist  of  how  we  come  up  with  those 
court  numbers. 

So  with  that,  that  concludes  my  introductory  remarks,  and  I 
would  be  happy  to  answer  any  questions.  I  also  have  Mr.  Bob 
DiLuchio  with  me,  who  is  Assistant  Commissioner  for  Real  Prop- 
erty Development  and  is  actually  in  charge  of  our  design  standards 
and  our  leasing  standards,  if  you  would  like  to  ask  questions  of 
him,  also. 

Senator  Cohen.  Please,  Mr.  DiLuchio,  come  up  and  sit  down. 

Senator  Levin.  Thank  you,  Mr.  Bibb. 

Senator  Levin.  Mr.  Hunkele? 

TESTIMONY  OF  LESTER  M.  HUNKELE,  HI,1  DEPUTY  ASSISTANT 
SECRETARY  FOR  FACILITIES  OVERSIGHT,  DEPARTMENT  OF 
VETERANS  AFFAIRS,  ACCOMPAMED  BY  LAWRENCE  J.  fflLL, 
ACTING  DHtECTOR,  REAL  PROPERTY  MANAGEMENT  OFFICE, 
DEPARTMENT  OF  VETERANS  AFFAIRS 

Mr.  Hunkele.  Mr.  Chairman,  Senator  Cohen,  thank  you  very 
much  for  allowing  me  to  present  testimony  on  the  Department  of 
Veterans  Affairs  real  property  management  program. 

I  am  joined  by  Mr.  Larry  Hill,  who  is  the  Acting  Director  of  Real 
Property  Management  in  the  Department  of  Veterans  Affairs. 

I  would  like  to  summarize  only  three  points.  As  you  know,  we 
have  a  large  physical  plant  located  in  about  1,000  locations.  Our 
construction  appropriation  is  about  $750  million  a  year  over  the 
last  5  years,  and  our  leasing  is  about  $150  million  a  year.  In  our 
criteria  and  standards  which  we  use  to  build  or  lease  facilities,  for 
that  matter,  we  try  to  balance  quality,  functionality,  and  oper- 
ational efficiency  all  at  the  best  life  cycle  cost. 

We  have  recently  increased  the  comparisons  of  our  standards 
and  criteria  with  the  private  sector  to  ensure  their  competitiveness. 

Lastly,  I  would  like  to  emphasize  the  variety  of  means  in  which 
we  satisfy  program  needs.  The  first  and  largest  is  construction,  pre- 
dominantly because  we  usually  renovate  or  alter  or  expand  existing 
facilities.  Our  leasing  program  continues  to  grow.  If  a  managed 
health  care  program  becomes  part  of  the  National  health  care  plan, 
leasing  will  probably  increase,  with  a  large  number  of  small,  com- 
munity-based clinics. 

VA  meets  a  significant  portion  of  its  medical  care  needs  in  con- 
cert with  the  Department  of  Defense.  We  have  over  600  sharing 
agreements.  We  occupy  joint  facilities  in  places  like  Nellis  Air 
Force  Base  in  Nevada,  and  the  planned  one  at  Tripler  Army  Medi- 
cal Center  in  Hawaii.  Now  that  the  Base  Realignment  and  Closure 
Commission  has  identified  Orlando  as  a  potential  base  that  will  be 
closed,  we  are  looking  at  that  hospital,  and  we  think  we  can  occupy 
it  probably  as  an  outpatient  clinic  and  a  nursing  home  in  addition 
to  the  hospital  that  we  plan  to  put  in  Brevard  County. 

The  President's  job-centered  property  disposal  provision,  which 
would  allow  for  the  discounting  of  the  fair  market  value  of  prop- 
erties like  Orlando,  would  help  significantly  in  our  being  financially 
capable  of  acquiring  that  property  and  creating  jobs  in  that  area. 


1  The  prepared  statement  of  Mr.  Hunkele  appeare  on  page  95. 
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Finally,  VA  also  meets  some  of  its  needs  through  the  purchase 
of  existing  facilities,  such  as  a  school  that  we  purchased  in  Provi- 
dence, Rhode  Island  to  be  shared  jointly  by  our  health  administra- 
tion and  benefits  administration;  and  finally,  through  private-pri- 
vate ventures.  We  are  about  to  award  one  in  Houston,  Texas, 
where  we  will  put  our  VBA  regional  office.  We  are  able  to  trade  the 
asset  value  of  our  land  for  services  and  facilities  at  little  or  no  cost, 
or  certainly  reduced  cost,  to  veterans. 

That  completes  my  statement.  Both  Mr.  Hill  and  I  would  be 
happy  to  respond  to  questions. 

Senator  Levin.  Thank  you,  Mr.  Hunkele. 

Senator  Cohen? 

Senator  Cohen.  Mr.  Bibb,  let  me  start  with  you.  In  talking  about 
courthouses,  we  don't  have  one  of  our  colleagues  here  who  had  an- 
other chart  showing  quite  a  different  figure  than  the  $99  figure  you 
have  up  there;  his  was  at  least  two  or  three  times  higher  than  that. 

But  to  give  you  an  example,  I  am  told  there  is  a  courthouse  that 
is  going  to  be  constructed  on  the  South  Boston  waterfront  that  is 
going  to  cost  some  $220  million,  including  $5  million  that  the  GSA 
has  agreed  to  spend  to  meet  State  and  local  demands  that  the 
project  include  a  waterfront  park,  docking  facilities,  indoor  and  out- 
door cafes  to  be  open  7  days  a  week. 

Is  that  something  that  is  exclusively  within  the  jurisdiction  of 
the  judiciary,  to  the  point  where  GSA  can't  say,  wait  a  minute — 
that's  an  ideal  project,  but  we  just  can't  afford  something  like  that 
today? 

Mr.  Bibb.  Additional  amounts  have  been  added  to  the  Boston 
project  by  the  Congress.  I  believe  the  initial  budget  for  the  project 
was  around  $184  million,  and  there  have  been  add-ons  to  the 
project  to  account  for  increased  space  and  some  of  the  amenities 
that  you  have  discussed. 

Senator  Levin.  In  other  words,  that's  wasn't  your  idea;  that  was 
the  Congress'  idea. 

Mr.  Bibb.  In  effect,  the  additional  amounts  above  the  original 
$184  million  were  added  by  the  Congress,  yes,  sir. 

Senator  Cohen.  You  testified  that  the  new  administrator  of  GSA 
has  been  told  that  scoring  has  biased  some  real  estate  decisions  in 
the  past.  By  whom  was  he  told? 

Mr.  Bibb.  He  has  been  told  by  staff;  he  has  been  told  by 

Senator  Cohen.  Your  staff? 

Mr.  Bibb.  By  our  staff.  He  has  been  told  by  outside  observers; 
from  members  of  the  Congress  from  the  House  and  the  Senate; 
from  commercial  real  estate  experts. 

Senator  Cohen.  Do  you  believe  them? 

Mr.  Bibb.  Let  me  give  you  an  example.  GAO  talked  about  a 
study  they  did  in  the  1980's  that  showed  43  projects  would  have 
been  better  if  had  they  been  owned  by  the  Government.  At  that 
time,  GSA  did  not  disagree  with  the  conclusions  of  that  study.  I 
personally  believe  that,  yes,  there  are  opportunities  in  the  real  es- 
tate markets  that  could  be  pursued  by  GSA  if  the  scoring  rules 
were  different  that  would  result  in  better  decisions. 

We  also  recognize  that  at  GSA,  the  issue  is  much  bigger  than 
real  estate;  it  centers  on  borrowing  to  carry  out  the  needs  of  the 
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Government,  and  there  are  definite  difficulties  with  where  to  draw 
the  line  on  borrowing. 

The  issue  goes  back  to  the  Budget  Enforcement  Act,  as  was  dis- 
cussed earlier,  and  there  are  real  dangers  with  talking  about 
changing  those  rules.  But  certainly  in  the  area  of  real  estate,  any- 
body who  is  involved  in  real  estate  would  like  to  see  more  flexibil- 
ity in  the  options  that  are  available  in  the  market. 

Senator  Cohen.  Has  the  staff  of  GSA  ever  recommended  a 
changing  in  the  scoring  requirements  imposed  either  by  Congress 
or  OMB? 

Mr.  Bibb.  GSA  has  had  discussions  over  the  years  with  OMB  and 
with  the  Congress  about  changes  to  the  scoring  rules. 

Senator  COHEN.  Recommending  that  changes  be  made? 

Mr.  Bibb.  That's  correct.  This  administration,  to  my  knowledge, 
has  not  had  any  beyond  the  informal,  early  discussion  stage.  There 
have  been  discussions  in  the  National  Performance  Review,  and  I 
think  it  is  on  the  table.  But  yes,  in  past  administrations,  there 
have  been  discussions. 

Senator  Cohen.  In  your  statement,  you  indicated  there  is  no  pol- 
icy on  the  part  of  GSA  to  consolidate  separate  agencies  under  one 
roof.  How  does  that  occur,  then? 

Mr.  Bibb.  That  occurs  on  a  case-by-case  basis.  We  prepare  com- 
munity plans  for  all  the  major  communities  throughout  the  Nation, 
and  the  decisions  that  are  made  as  far  as  a  recommendation  for 
housing  agencies  are  largely  dependent  upon  expiring  leases,  mar- 
ket conditions  and  what  is  the  best  economic  decision.  And  the  re- 
sult of  that  community  planning  exercise  is  a  set  of  recommenda- 
tions for  each  location.  Sometimes  that  may  be  to  leave  everybody 
where  they  are;  sometimes  it  may  be  a  need  to  construct;  some- 
times it  may  be  a  need  to  lease. 

Senator  Cohen.  What  is  the  situation  that  would  warrant  con- 
solidation in  Atlanta? 

Mr.  Bibb.  Let  me  just  give  a  little  history  on  the  project.  GSA 
has  a  number  of  leases  expiring  in  the  1996-97  time  frame.  In 
1992,  we  were  directed  by  the  House  Committee  on  Public  Works 
and  Transportation,  as  well  as  the  House  and  Senate  Appropria- 
tions Committees,  to  analyze  the  space  situation  in  Atlanta,  with 
particular  emphasis  to  be  placed  upon  the  Rich's  Department  Store 
property  in  Atlanta,  which  is  a  vacant  department  store  in  the 
downtown  area. 

In  July  1992,  we  did  submit  that  report.  The  conclusion  of  the 
report  was  that  the  optimal  solution  for  the  Government  in  Atlanta 
would  be  to  own  a  building,  that  for  the  long  range,  savings  would 
be  obtained  by  ownership.  It  also  recognized  that  because  of  the 
availability  of  funds  in  the  Federal  Buildings  Fund,  ownership  was 
not  a  likely  scenario,  so  that  the  consolidated  leasing  action  would 
be  an  acceptable  alternative. 

We  believed,  in  doing  the  cost  analysis  that  accompanied  that  re- 
port, that  not  all  of  our  agencies  could  stay  in  the  existing  locations 
where  they  are  housed.  There  are  certain  problems  with  some  of 
those  buildings.  Some  of  them  were  built  in  the  1966-67  time 
frame,  and  they  are  going  to  require  major  renovations  to  be  habit- 
able for  the  long  range;  they  don't  have  adequate  electrical  capac- 
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ity,  they  don't  have  heating,  ventilation  and  air  conditioning  capac- 
ity. Some  have  asbestos  problems;  some  have  fire  safety  problems. 

Our  analysis  indicated  that  the  cost  between  a  consolidated  loca- 
tion and  scattered  leasing  would  be  roughly  equivalent.  There  was 
not  a  major  difference  in  those  costs. 

Senator  Cohen.  Tell  me  the  rationale  for  why  it  would  be  impor- 
tant to  have,  let's  say,  the  VA  and  the  Federal  Transit  Administra- 
tion located  in  one  building? 

Mr.  Bibb.  We  don't  believe  that  that  is  overridingly  important. 
We  believe  that  the  economics  of  the  situation  are  more  important 
in  this  case. 

Senator  Cohen.  You  have  a  situation  in  Atlanta  where  you  have 
a  30  percent  commercial  vacancy  rate.  Do  you  mean  to  say  that  you 
could  not  find  other  commercial  facilities  available  to  house  the  six 
separate  agencies  that  could  be  linked  up  with  computers,  as  all  of 
our  offices  are  linked  up  with  computers? 

Mr.  Bibb.  I  am  not  saying  it  is  impossible.  I  have  a  recent — so 
recent  that  it  is  still  in  draft  form — study  done  by  Ernst  and  Young 
real  estate  consultants  in  Atlanta  which  indicates  the  Atlanta  va- 
cancy rate  has  now  dropped  down  six  percentage  points  in  the  last 
6  months,  to  around  22  percent. 

The  conclusion  of  that  study  is  that  the  relative  cost  between  the 
Atlanta  Federal  Center  and  scattered  leasing  is  that  it  would  be 
less  expensive  for  the  Federal  Government  to  lease  at  the  Atlanta 
Federal  Center  by  a  $4  million  number  over  the  30-year  life  cycle. 

Numbers  have  been  quoted  from  the  Arthur  Andersen  report, 
and  I  think  if  there  is  a  major  flaw  in  the  Arthur  Andersen  report, 
it  is  that  it  assumes  we  can  stay  where  we  are  at  the  same  rate 
that  we  have  been  paying.  I  would  submit  that  a  number  of  those 
buildings  are  going  to  require  major  modifications  that  in  fact 
would  raise  the  Government's  rental  rate  to  stay  in  those  locations. 

Senator  Cohen.  Or  you  could  move  to  the  commercial  facilities 
which  have  a  20  percent  vacancy  rate,  even  assuming  the  drop  that 
you  have  indicated. 

Mr.  Bibb.  Well,  the  same  report 

Senator  Cohen.  Are  the  leasing  rates  going  to  go  up  higher  than 
where  you  are  currently,  given  the  state  of  the  market? 

Mr.  Bibb.  We  think  over  the  long  range,  they  will.  Blocks  of 
space  over  100,000  square  feet,  which  most  of  these  individual 
agencies  would  require,  are  in  scarce  supply  already. 

Senator  Cohen.  In  Atlanta. 

Mr.  Bibb.  In  Atlanta.  Over  the  long  range,  what  we  are  talking 
about  with  the  Atlanta  Federal  Center  is  freezing  a  rental  rate  at 
$19  a  square  foot  for  27  years.  Now,  the  Downtown  Development 
Authority  in  Atlanta  did  some  creative  things  to  deal  with  the  scor- 
ing rules,  and  one  of  the  creative  things  they  did  was  to  offer  us 
a  reduced  rental  rate  which  in  fact  will  not  even  amortize  the  cost 
of  that  building  being  built,  in  my  estimation. 

So  we  are  reaping  the  benefits  in  one  way,  because  of  the  scoring 
rules.  In  order  for  this  to  be  configured  as  an  operating  lease,  they 
came  in  with  a  very  attractive  rental  rate.  And  I  believe  that,  yes, 
a  $19  rental  rate  frozen  for  27  years  will  compare  very  favorably 
with  a  continued  turning  over  of  leases  in  the  Atlanta  market. 
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Senator  Cohen.  Ms.  Goodman,  let  me  ask  you  quickly,  and  yield 
to  my  colleague  and  maybe  come  back  to  Mr.  Bibb.  In  your  pre- 
pared testimony,  you  indicated  that  DOD  plans  to  speed  up  the 
screening  process  through  what  you  call  "concurrent  screening";  is 
that  right? 

Ms.  Goodman.  Yes. 

Senator  Cohen.  And  that  you  are  going  to  limit  to  30  days  the 
period  in  which  Federal  agencies  can  express  initial  interest  in 
base  property. 

I  have  three  questions.  First,  what  do  you  mean  by  "concurrent 
screening"?  Second,  when  does  the  clock  start  to  run  on  the  30-day 
time  period.  And  third,  based  upon  your  experience,  do  you  really 
believe  that  30  days  is  sufficient  notice  to  any  Federal  agency  to 
express  interest  in  acquiring  that  particular  piece  of  property? 

Ms.  GOODMAN.  Let  me  start  with  the  first  question,  Senator.  By 
"concurrent  screening"  we  mean  that  we  will  ask  all  Federal  agen- 
cies to  at  the  same  time,  in  other  words,  concurrently,  be  consider- 
ing how  they  wish  to  use  property  at  a  closing  base,  rather  than 
the  process  of  sequentially  having  one  agency  look  at  it  and  then 
another  agency. 

In  the  interest  of  speeding  economic  development  at  base  closing 
communities,  we  are  working  together  with  all  the  Federal  agen- 
cies so  that  they  can  be  considering  the  property  at  the  closing 
bases  at  the  same  time  and  discussing  amongst  themselves  what 
their  interests  are,  so  that  we  don't  draw  this  out  to  the  detriment 
of  the  community  and  economic  development  in  the  community. 

When  the  clock  begins  to  run  will  be  based  on  when  the  commu- 
nity has  developed  its  reuse  plan.  So  I  think  there  is  ample  time, 
even  in  advance  of  the  community  having  completed  its  reuse  plan, 
for  it  to  begin  to  consider  its  interest  in  property  at  closing  bases. 

How  well  do  we  think  this  is  going  to  work — I  think  it  is  an  am- 
bitious goal,  but  it  is  one  the  President  believes  in,  as  do  the  Sec- 
retary of  Defense  and  other  Cabinet  Secretaries  who  are  committed 
to  this  initiative,  because  we  believe  that  it  is  important  and  in  the 
communities'  interest  that  the  Federal  Government  get  its  act  to- 
gether in  order  to  speed  economic  development  there. 

Senator  COHEN.  One  final  point.  You  listed  for  the  Committee,  at 
least,  all  of  the  property  that  DOD  is  planning  to  convey  to  Federal 
agencies,  and  GSA  was  not  on  that  list.  Can  you  tell  us  why? 

In  other  words,  I  believe,  Mr.  Bibb,  in  your  statement  you  indi- 
cated the  same  process  is  going  to  be  used,  where  the  Federal  Gov- 
ernment will  work  through  GSA,  and  that  you  will  be  sort  of  a 
property  manager;  but  I  did  not  see  GSA  listed  as  one  of  those 
agencies  that  is  going  to  be  acquiring  the  property  that  DOD  is 
now  declaring  to  be  unnecessary  as  a  result  of  base  closures. 

Ms.  Goodman.  OK.  Under  the  base  closure  laws,  Senator  Cohen, 
the  Department  of  Defense  has  the  authority  to  deal  directly  with 
other  Federal  agencies  in  terms  of  making  its  property  available. 
So  we  work  with  the  GSA,  but  under  the  base  closure  laws,  the  au- 
thority has  been  delegated  to  the  Department  of  Defense  to  deal  di- 
rectly with  other  Federal  agencies,  as  opposed  to  having  GSA 

Senator  Cohen.  GSA  has  delegated  to  DOD  the  authority  to  deal 
directly  with  the  other  agencies? 
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Ms.  Goodman.  I  think  it  is  that  Congress  has  delegated  that  au- 
thority to  the  Department  of  Defense. 
Senator  Cohen.  Under  the  Base  Closure  Act. 
Ms.  Goodman.  That's  correct. 
Senator  Cohen.  All  right.  Thank  you. 

Senator  Levin.  Mr.  Bibb,  let  me  ask  you  some  more  questions 
about  those  scorekeeping  rules  in  general.  You  have  indicated  that 
there  are  some  dangers  in  changing  scorekeeping  rules.  Were  you 
referring  to  real  estate  specifically,  or  were  you  referring  to  other 
scorekeeping  rules  that  the  Budget  Committee  uses? 

Mr.  Bibb.  I  think  the  danger  is  opening  the  door  is  open  to  what 
amounts  to  off-budget  borrowing.  If  it  could  be  categorized  as  that, 
where  is  the  line  drawn? 

Senator  Levin.  So  that  would  apply  both  to  real  estate  and  for 
other  purposes. 
Mr.  Bibb.  Yes. 

Senator  Levin.  All  right.  You  aren't  saying  we  should  not  change 
the  scorekeeping  rules,  though. 

Mr.  Bibb.  I  am  not  saying  that.  I  think  there  is  room  for  a 
healthy  debate,  and  I  think  that  is  what  has  started.  What  I  am 
saying  is  that  all  of  the  pros  and  cons  need  to  be  heavily  and  care- 
fully weighed,  because  it  can  easily  be  a  much  bigger  issue  than 
a  real  estate  issue. 

Senator  Levin.  Would  you  agree  that  we  ought  to  be  free, 
though,  to  weigh  the  pros  and  cons  and  not  have  artificial  con- 
straints? 

Mr.  Bibb.  As  a  manager  of  a  Federal  real  estate  program,  I  be- 
lieve that  the  best  way  for  us  to  fulfill  a  space  need  is  to  go  to  the 
market  and  let  the  market  show  us  whether  the  best  price  is  to 
purchase  or  lease  or  lease  with  an  option  to  purchase.  Selfishly 
speaking,  I  would  like  to  run  a  program  that  way. 

Senator  Levin.  Well,  it's  not  just  selfishly  speaking.  It  is  also  in 
terms  of  what  is  the  best  economic  decision.  Is  that  not  correct? 

Mr.  Bibb.  I  believe  in  many  cases,  that  certainly  could  lead  to  the 
best  solution. 

Senator  Levin.  You  mean  you  could  reach  a  decision  that  is  best 
for  your  agency  that  is  not  the  best  economic  decision?  Isn't  that 
your  goal,  to  reach,  under  market  circumstances,  the  best  economic 
decision  for  the  taxpayer? 

Mr.  Bibb.  Yes,  that's  correct. 

Senator  Levin.  And  if  that  means  lease,  fine;  if  that  means  pur- 
chase, fine. 

Mr.  Bibb.  And  it  may  mean  lease. 

Senator  Levin.  It  may  be  lease;  it  may  be  purchase  an  existing 
building;  it  may  be  build  a  new  building;  right? 

Mr.  Bibb.  That's  correct. 

Senator  Levin.  It  could  be  any  of  those,  depending  on  the  cir- 
cumstances. But  you  should  not  be  constrained  by  an  artificial  rule 
on  scorekeeping,  should  you? 

Mr.  Bibb.  Again  from  the  standpoint  of  managing  the  GSA  real 
estate  program,  I  don't  think  so,  no,  sir. 

Senator  Levin.  What  about  from  the  taxpayer's  perspective? 

Mr.  Bibb.  Well,  again 
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Senator  Levin.  Let  me  give  you  an  example.  I'll  go  back  to  two 
examples  I  have  been  using.  You  have  a  new  building  that  is  going 
to  cost  $90  million  for  that  building.  It  is  going  to  be  scored  over 
3  years,  because  it  takes  3  years  to  build.  Therefore,  there  is  only 
$30  million  in  this  year's  budget  for  that  agency.  They  could  buy 
the  same  building,  existing,  6  months  old,  for  $50  million,  but  that 
would  then  count  $50  million  all  at  once  in  this  year's  budget. 

It  is  possible,  I  think  you  would  agree,  that  from  the  taxpayer's 
perspective,  it  would  pay  to  buy  a  $50  million  building  which  is  6 
months  old  rather  than  to  build  the  same  building  for  $90  million. 
Would  you  not  agree  that  is  at  least  possible? 

Mr.  Bibb.  Yes,  sir,  I  would  agree. 

Senator  Levin.  But  the  scorekeeping  rules  would  perversely  give 
an  incentive  to  build  a  new  building  instead  of  buying  the  existing 
building.  Would  you  not  agree  with  that? 

Mr.  Bibb.  That's  correct. 

Senator  Levin.  And  therefore,  at  least  in  that  instance,  the 
scorekeeping  rules  are  not  reaching  a  conclusion  which  makes 
sense  from  a  taxpayer's  point  of  view,  in  my  hypothetical. 

Mr.  Bibb.  In  that  hypothetical  example,  I  think  you  are  correct. 

Senator  Levin.  All  right.  Now,  have  you  recommended  changes 
in  the  scorekeeping  rules?  I  think  you  have  indicated  that  you  have 
recommended  changes.  Now  let  me  go  to  the  next  step.  What 
changes  have  you  recommended  in  the  scorekeeping  rules? 

Mr.  Bibb.  Well,  in  the  past  administration  there  were  extensive 
discussions  about  changes  to  the  scorekeeping  rules  which  would 
have  simply  allowed  us  to  finance  the  acquisition  through  construc- 
tion or  a  lease-purchase  arrangement  over  time. 

Senator  Levin.  Are  you  making  the  same  recommendation  to  the 
new  administration? 

Mr.  Bibb.  I  can't  answer  that  specifically.  I  know  there  have  been 
extensive  discussions  under  the  umbrella  of  the  National  Perform- 
ance Review.  How  far  those  have  gone  and  exactly  what  the  discus- 
sion has  been,  I  don't  know. 

Senator  Levin.  So  you  have  made  recommendations  to  the  Na- 
tional Performance  Review  folks? 

Mr.  Bibb.  I  don't  know  if  those  have  been  written  or  formal  rec- 
ommendations. I  know  there  have  certainly  been  discussions  be- 
tween our  new  Administrator  and  key  personnel  in  the  National 
Performance  Review. 

Senator  Levin.  I  think  you  made  reference  to  the  fact  that  there 
were  43  projects — I  don't  know  if  that  is  the  right  number — which 
the  GAO  estimated  would  have  been  better  off  if  purchased;  did  I 
hear  that  right? 

Mr.  Bibb.  That's  correct.  Back  in  the  late  1980's,  GAO  looked  at 
a  sample  of  lease  prospectuses  that  we  had  submitted  to  the  Con- 
gress. They  basically  said  these  would  have  been  better  if  they  had 
been  owned.  And  in  fact  each  of  those  prospectuses  contained  an 
economic  analysis  which  said  ownership  is  cheaper  than  leasing 
over  the  long  range.  But  the  prospectuses  also  noted  that  there  is 
only  so  much  money  available  in  the  Federal  Buildings  Fund. 
Therefore,  because  these  agencies  must  be  housed,  we  rec- 
ommended a  lease. 

Senator  Levin.  OK.  Was  it  43;  is  that  the  right  number? 
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Mr.  Bibb.  I  believe  so;  I  would  have  to  submit  that  number  for 
the  record. 

Senator  Levin.  Well,  whatever,  let's  talk  about  that  study.  You 
indicated  that  you  did  not  disagree  with  that 

Mr.  Bibb.  The  agency  did  not  disagree  with  it. 

Senator  Levin.  Does  that  mean  you  agreed  with  it? 

Mr.  Bibb.  We  saw  no  reason  to  challenge  the  application  to  those 
43  projects.  We  also  recognized  that  we  had  to  have  the  money  to 
buy  or  purchase. 

Senator  Levin.  So  you  did  not  necessarily  agree  with  it;  you  just 
didn't  disagree  with  it.  I  am  trying  to  get  your  accurate 

Mr.  Bibb.  I  would  have  to  go  back  and  look  at  the  exact  wording 
of  the  response. 

Senator  Levin.  All  right.  Did  that  study  show  what  the  savings 
would  have  been  if  we  had  used  the  economic  approach? 

Mr.  Bibb.  It  did,  but  I  do  not  recall  the  number. 

Senator  Levin.  Do  you  remember  if  it  was  in  hundreds  of  mil- 
lions? 

Mr.  Bibb.  At  least. 

Senator  Levin.  At  least  hundreds  of  millions. 

Mr.  Bibb.  Yes. 

Senator  Levin.  Senator  Cohen  asked  you  about  the  excessive  re- 
quirements, and  you  went  into  the  courthouse  issue.  What  about 
on  other  agencies — say  an  agency  wants  what  you  consider  to  be 
an  excessive  requirement  on  crawl  space  for  air  conditioning  and 
whatever.  Do  you  have  standards  on  all  of  those,  too — without  get- 
ting into  a  lot  of  detail. 

Mr.  DiLuchio.  Yes.  We  are  governed  by  commercial  standards. 
We  got  out  ot  the  specification  writing  business  several  years  ago; 
not  all  Government  agencies  have,  but  we  have.  When  it  comes  to 
the  courts,  we  have 

Senator  Levin.  Not  the  courts.  You  have  gone  into  that.  Other 
than  courts — executive  branch  buildings. 

Mr.  DiLuchio.  Other  than  courts,  we  have  a  series  of  standard 
finishes  and  other  type  fit-outs  for  our  facilities.  Most  of  the  activ- 
ity is  not  prescriptive  by  us.  We  are  using  private  sector  architects 
to  design  the  buildings.  We  are  using  the  private  sector  master 
spec  system  for  our  specifications.  We  are  not  specifying  anything 
of  that  nature 

Senator  Levin.  Let  me  interrupt  you,  because  of  the  time.  But 
if  it  goes  beyond  those  standards,  then  do  you  tell  the  agency, 
"Sorry,  we  aren't  going  to  give  you  that  much  crawl  space"? 

Mr.  DiLuchio.  Yes,  that's  correct. 

Senator  Levin.  You  do;  OK.  That's  all  I  want  to  know. 

You  had  a  diagram  up  there  showing  renting  versus  owning,  and 
I  think  it  showed  that  the  ownership  has  now  fallen  to  53  percent. 

Mr.  Bibb.  Fifty-three  percent,  yes,  sir,  that's  correct. 

Senator  Levin.  It  was  over  75  percent  back  in  1970.  Has  the 
GSA  done  a  report  which  indicates  the  desirable  or  correct  ratio  in 
general  is  74  percent?  Does  that  strike  a  bell? 

Mr.  Bibb.  Yes,  sir,  we  have,  Mr.  Chairman.  We  are  in  the  process 
of  updating  that  because  we  do  want  it  reflect  current  markets  and 
vacancy  rates  and  that  sort  of  thing. 
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Senator  Levin.  The  last  study  that  you  did  indicated  that  74  per- 
cent ownership  is  about  where  it  should  be? 

Mr.  Bibb.  That  is  correct. 

Senator  Levin.  When  was  that  study? 

Mr.  Bibb.  About  3  years  ago. 

Senator  Levin.  So  it  is  significantly  below  that. 

Mr.  Bibb.  That's  correct,  yes,  sir. 

Senator  Levin.  OK.  On  DOD,  I  have  one  question  about — this  is 
something  we  addressed  on  the  defense  authorization  bill.  We  had 
a  facility  in  my  home  State  of  Michigan  in  Battle  Creek,  where  the 
Department  of  Defense  in  assessing  the  base  closing  costs  and  sav- 
ings ignored  the  cost  to  the  GSA  by  a  proposed  action  that  it  was 
taking.  The  Base  Closure  Commission  corrected  that  and  refused 
to  approve  that  particular  realignment,  in  part  because  the  Depart- 
ment of  Defense  had  ignored  the  cost  to  the  Government  as  a 
whole  and  had  only  looked  at  its  own  narrow  cost.  The  bottom  line 
is  the  Department  of  Defense  was  leasing  some  property  from  the 
GSA  in  Battle  Creek,  moving  out,  leaving  it  vacant — building  a 
new  building,  may  I  say — and  then  ignoring  the  cost  to  the  Govern- 
ment of  leaving  a  building  vacant  and  very  difficult  to  rent,  for  a 
number  of  reasons. 

We  have  corrected  that  on  the  defense  authorization  bill.  Do  you 
agree  that  the  Secretary  of  Defense  should  look  to  the  full  cost  to 
the  Government  for  future  base  closings — the  full  cost  to  the  Fed- 
eral Government,  not  just  the  cost  to  the  DOD?  Should  it  consider 
the  cost  to  the  GSA,  for  instance?  If  you  haven't  looked  at  the  lan- 
guage, you  might  do  that  for  the  record. 

Ms.  Goodman.  I  would  like  to  answer  that  for  the  record  since 
I  don't  want  to  give  you  an  inaccurate  answer.  I  can  tell  you,  Sen- 
ator, that  we  are  looking  at  the  decisions  as  a  result  of  this  round 
of  base  closures  and  how  to  update  the  decision  process  to  incor- 
porate lessons  learned  for  the  future. 

INSERT  FOR  THE  RECORD 

The  Department  does  not  agree  that  non-DOD  costs  should  be  included  in  the  cost 
comparison  for  proposed  closures  and  realignments.  In  particular,  it  continues  to  be 
the  DOD  position  that  rent  costs  should  specifically  not  be  included  in  the  Cost  of 
Base  Realignment  Actions  (COBRA)  model  which  is  used  to  provide  cost  data  re- 
garding proposed  closures  and  realignments.  When  the  Department  vacates  space 
owned  by  the  Federal  Government,  the  space  is  again  available  for  rent.  Future 
rents  are  not  the  responsibility  of  the  Department.  The  impact  is  scenario  depend- 
ent as  the  Federal  Government  would  lose  money  if  the  space  were  to  remain  vacant 
or  is  rented  for  less  money.  However,  the  Federal  Government  would  make  money 
if  the  rent  is  more  than  the  previous  tenant  was  paying.  In  addition,  changes  in 
rents  for  Federal  properties  may  also  increase  or  decrease,  depending  on  the  even- 
tual lessee.  The  Department  has  no  way  of  predicting  who  wili  occupy  the  buildings 
vacated  by  a  closure  decision  or  how  much  rent  they  will  pay. 

Senator  Levin.  All  right.  That  was  one  of  the  lessons  that  we  did 
adopt  in  the  bill  in  the  Senate  Armed  Services  Committee,  and  we 
would  appreciate  your  looking  at  that  and  hopefully  supporting  it 
as  we  go  into  conference. 

I  have  just  one  question  for  the  VA,  and  that  has  to  do  with 
crawl  space,  as  a  matter  of  fact.  We  have  been  told  that  the  Veter- 
ans Administration  requires  extra  space  between  floors  in  VA  hos- 
pitals, more  than  other  hospitals  would  require.  Are  you  familiar 
with  that  issue? 
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Mr.  HUNKELE.  Yes,  sir,  I  am. 

Senator  Levin.  Is  it  true? 

Mr.  HUNKELE.  I  would  say,  taken  at  its  face  value,  it  is  not  true. 

Senator  Levin.  All  right.  That's  good  enough.  If  it  is  more  com- 
plicated than  that,  given  the  time  constraints,  just  give  us  the  an- 
swer to  that  for  the  record  if  you  would. 

Mr.  HUNKELE.  Certainly.  I  would  be  happy  to. 

INFORMATION  SUBMITTED  FOR  THE  RECORD 

We  do  not  require  extra  space  between  floors  in  VA  hospitals.  We  do  consider  the 
use  of  the  "interstitial"  space  when  appropriate. 

Most  of  VA's  construction  projects  are  for  expansion  or  alteration  of  existing  hos- 
pitals. Most  VA  hospitals  do  not  have  interstitial  space  and  hence  generally  the  ex- 
pansions do  not  have  interstitial  space.  Some  expansions  do.  For  new  hospitals  we 
study  the  applicability  of  interstitial  space.  The  new  hospital  in  Detroit  has  intersti- 
tial space;  the  new  hospital  in  Palo  Alto  does  not.  Our  new  hospital  attached  to  the 
Travis  AFB  hospital  will  replicate  their  interstitial  space. 

A  study  of  the  VA's  system,  that  uses  both  interstitial  space  and  modularity, 
found  no  additional  cost  in  initial  construction,  cost  savings  in  future  renovations 
and  less  interruption  of  medical  missions  due  to  renovations.  With  frequent  medical 
technology  changes,  interstitial  space  can  result  in  a  lower  life  cycle  cost  for  a  hos- 
pital. 

Senator  Levin.  Senator  Nunn? 

Senator  Nunn.  Mr.  Chairman,  I  know  you  all  have  been  here 
and  have  been  interrupted  by  votes,  and  I  have  been  in  that  situa- 
tion, so  I  won't  ask  but  one  question.  I  would  like  to  supplement 
the  record  with  some  of  the  information  I  have  about  the  Atlanta 
Federal  Project,  since  that  one  has  been  mentioned.  I'd  like  to  put 
some  information  in  the  record  on  that. 

Senator  Levin.  Certainly. 

Senator  Nunn.  But  I  wanted  to  ask  Mr.  Bibb — every  analysis  I 
have  seen  on  that  particular  project  in  downtown  Atlanta  indicates 
that  going  the  lease  route,  the  one  that  you  are  proposing  now,  is 
the  most  cost-effective.  Is  that  consistent  with  the  analyses  that 
you  have  seen? 

Mr.  Bibb.  The  report  that  we  submitted  to  the  Congress  last 
summer  indicated  that,  all  things  being  equal,  ownership  of  a 
building  would  be  the  best  way  to  go.  But  the  report  also  recog- 
nized that  we  are  constrained  in  the  amount  of  funds  we  have 
available  to  either  build  or  buy.  Given  the  alternatives  available  to 
us,  we  recommended  that  the  alternative  of  the  Atlanta  Federal 
Center  Project  was  an  acceptable  economic  alternative. 

Senator  Nunn.  In  other  words,  if  you  had  the  money,  it  would 
be  preferable  to  own  it,  to  build  it  and  own  it;  is  that  right? 

Mr.  Bibb.  That's  correct. 

Senator  Nunn.  Would  it  be  fair  to  say,  then,  that  the  second 
most  cost-effective  way  would  be  to  go  the  way  you  are  talking 
about  now? 

Mr.  Bibb.  Yes.  Based  on  the  analysis  that  was  prepared  last 
summer,  that  was  the  conclusion  we  reached,  that  the  cost  was 
roughly  comparable  to  scattered  leasing.  I  have  a  more  recent 
study  just  completed — I  think  it  is  in  draft  form — by  the  firm  of 
Ernst  and  Young  in  Atlanta,  which  indicates  there  is  a  $4  million 
cost  advantage  to  the  Atlanta  Federal  Center  Project  over  scattered 
leasing. 
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Senator  Nunn.  Now,  beyond  cost,  what  is  the  advantage  of  hav- 
ing— if  it  is  about  break  even,  or  you  save  some  money  in  costs  by 
going  the  way  you  are  talking  about  how,  what  are  the  other  ad- 
vantages of  having  that  lease  and  having  one  building? 

Mr.  Bibb.  There  are  operational  advantages  to  the  Government 
as  far  as  flexibility  and  moving  people  around  within  the  space;  the 
larger  the  block  of  space,  the  easier  it  is  to  shift  people  around  over 
time. 

As  far  as  advantages  to  the  local  community,  my  understanding 
is  that  something  like  $100  million  of  public  funds  have  been  in- 
vested in  the  general  area  where  the  building  is  going.  The  Under- 
ground Atlanta  project  and  associated  projects  there  will  certainly 
be  buttressed  and  supported  by  the  placement  of  the  building. 

Senator  Nunn.  OK.  Bottom  line,  given  the  alternatives  that  are 
feasible,  is  this  the  best  way  to  go  now?  Is  that  what  you  all  have 
concluded? 

Mr.  Bibb.  Based  on  the  analyses  that  we  have  done  to  date,  we 
believe  that  this  is  a  good  economic  solution  in  Atlanta.  Now,  I  will 
also  allude  to  the  intention  of  our  Administrator  to  take  a  look  at 
all  of  our  capital  projects.  We  are  looking  at  the  risks,  the  pros  and 
cons  of  calling  what  we  term  a  "time  out  and  review"  to  make  sure 
that  we  have  the  best  solutions  planned.  I  believe  that  if  he  does 
elect  to  do  that — and  I  expect  he  will — that  we  will  be  looking  at 
the  Atlanta  numbers  real  hard  to  make  sure  we  have  it  right. 

So  I  think  there  is  still  a  step  that  we'll  be  going  through 
under 

Senator  Nunn.  So  you  are  going  to  have  another  review  process. 

Mr.  Bibb.  We  anticipate,  we  expect  to  do  that.  I  can't  speak  for 
the  Administrator,  but  he  has  certainly  announced  his  intention  to 
undertake  what  he  has  termed  a  "time  out  and  review,"  and  if  he 
does  so,  I  would  expect  the  Atlanta  Project 

Senator  Nunn.  I  am  trying  to  get  this  down  to  a  digested  form 
so  I  understand  it.  Are  you  saying  that  of  the  alternatives  that  are 
feasible — and  having  said  that  buying  it  and  paying  for  it  is  not 
feasible — of  the  alternatives  that  are  feasible,  based  on  the  infor- 
mation you  now  have  available,  that  this  is  the  best  alternative? 

Mr.  Bibb.  Based  on  the  studies  which  we  have  done  to  date  it 
is.  I  would  not  preclude  that  additional  information  could  be  devel- 
oped during  our  "time  out  and  review"  process  that  could  change 
my  mind  on  that,  but  according  to  the  latest  data  I  have,  I  would 
agree  with  that. 

Senator  Nunn.  Thank  you. 

Senator  Levin.  Thank  you,  Senator  Nunn. 

Senator  Cohen? 

Senator  Cohen.  Thank  you,  Mr.  Chairman. 

I'd  like  to  put  up  a  little  chart,  if  I  could.  This  chart  depicts  the 
location  of  the  Orlando  Naval  Hospital,  City  of  Orlando,  North 
Viera  and  Crowntree  Lakes.  I  take  it  you  are  familiar  with  the 
GAO  report  that  analyzed  and  criticized  the  VA's  decision  to  build 
a  $172  million  medical  center  and  nursing  home  at  Crowntree 
Lakes  and  not  choosing  a  more  cost-effective  proposal,  such  as  joint 
construction  and  operation — I  guess  they'd  call  that  a  joint  ven- 
ture— with  the  Air  Force  in  North  Viera,  the  Navy,  and  the  Or- 
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lando  Naval  Hospital.  And  of  course,  since  that  time,  we  have  had 
the  closure  of  the  Naval  Hospital  itself. 

It  strikes  me  as  kind  of  epitomizing  the  problem  that  we  are 
dealing  with  here.  You  have  testified  this  morning  that  the  VA  is 
now  considering  the  use  of  the  Orlando  Naval  Hospital  as  a  nurs- 
ing home  or  outpatient  clinic,  and  I  have  two  responses.  Number 
one,  there  is  an  existing  outpatient  clinic  in  Orlando  that  can  be, 
I  would  say,  expanded  for  a  fraction  of  the  cost  of  converting  the 
Naval  Hospital.  And  second,  why  would  you  want  to  convert  an  ex- 
isting hospital  to  either  an  outpatient  clinic  or  to  a  nursing  home? 
If  you  want  a  nursing  home,  either  buy  one  or  build  one — but  why 
spend  the  money  to  convert  an  existing  hospital  into  a  nursing 
home  when  we've  already  got  a  hospital?  Why  would  we  want  to 
do  that? 

Mr.  Hunkele.  Thank  you,  Senator  Cohen. 

We  were  led  to  believe  that  the  Naval  Training  Center  would  not 
be  closed  at  the  time  we  were  trying  to  make  the  decision  on  where 
to  locate  the  VA  hospital.  Since  the  GAO  report,  Secretary  Brown 
has  decided  to  locate  the  hospital  in  Brevard  County  as  a  joint  ven- 
ture with  the  Air  Force. 

The  Naval  hospital  in  Orlando  is  only  about  116  beds;  right  now, 
on  a  technical  level,  it  does  not  meet  the  Uniform  Federal  Acces- 
sibility Standard.  Consequently,  we  could  probably  only  get  about 
100  beds  out  of  it. 

The  outpatient  clinic  itself,  we  want  to  use  as  an  outpatient  clin- 
ic. The  hospital  beds  are  probably  more  usable  as  a  nursing  home, 
and  we  did  have  already  an  identified  requirement  for  both  an  out- 
patient clinic  and  a  nursing  home  in  Orlando  if  we  put  the  hospital 
in  Brevard. 

Senator  Cohen.  Were  there  any  estimates  as  to  what  you  could 
do  to  convert  and  expand  the  hospital  at  Orlando  to  meet  VA  re- 
quirements? 

Mr.  Hunkele.  We  did  look  at  it.  We  were  discouraged  from  look- 
ing at  it,  but  we  did  look  at  it.  Again,  it  is  only  116  beds.  Our  re- 
quirement is  for  more  like  400  beds. 

Senator  Cohen.  You've  got  Tampa  and  Bay  Pines  within  the  re- 
gion, don't  you? 

Mr.  Hunkele.  Yes,  sir.  There  is  a  Florida  plan  developed  by  our 
Veterans  Health  Administration,  looking  at  all  VA  hospitals  and 
needs.  We  waited  for  the  new  1990  Census,  and  tried  to  determine 
how  many  beds  would  be  required  in  east  central  Florida,  and  400 
still  seems  to  be  the  valid  number. 

Senator  Cohen.  So  you  are  going  to  go  forward  with  a  $127  mil- 
lion project? 

Mr.  Hunkele.  I  think  the  cost  is  more  like  $175  million  when 
you  put  in  all  the  features,  but  yes,  sir,  that's  our  plan. 

Senator  Cohen.  Rather  than  try  to  make  do  with  what  is  now 
going  to  be  available  shortly  with  modifications  and  perhaps  allow- 
ing for  the  use  of  a  couple  of  other  facilities,  such  as  the  one  at 
Tampa  and  Bay  Pines? 

Mr.  Hunkele.  Well,  sir,  again,  there  was  a  long  study  done  in 
Florida.  Our  determination  was  that  given  the  other  medical  facili- 
ties, VA  facilities  in  Florida,  we  still  had  a  large  unserved  need  in 
east  central  Florida.  If  we  locate  the  hospital  in  Brevard,  we  need 
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both  a  nursing  home  and  an  outpatient  clinic  in  Orlando.  The  cur- 
rent outpatient  clinic  we  have  in  Orlando  is  leased.  The  Naval 
Training  Center  gives  us  the  opportunity  to  move  into  Government- 
owned  space  if  we  take  over  the  outpatient  clinic  of  the  former 
Naval  Hospital. 

We  think  it  is  actually  an  excellent  reuse  of  that  building.  We 
would  occupy  most  of  the  existing  hospital  between  the  outpatient 
clinic  and  the  nursing  home. 

Senator  Cohen.  Mr.  Chairman,  in  view  of  the  time,  I  am  going 
to  ask  that  at  least  the  summary  if  not  the  full  contents  of  the 
GAO  study  be  included  in  the  record,  which  is  quite  critical  about 
the  site  selection  process  that  the  VA  undertook  at  that  time. 

Senator  Levin.  We  will  include  that  in  the  record.1 

Mr.  Hunkele.  Sir,  if  I  might  follow  up,  the  GAO  report  at  that 
time  was  based  upon  us  deciding  to  put  a  hospital  in  Orlando.  And 
since  then,  Secretary  Brown  has  changed  the  decision,  locating  it 
in  Brevard,  as  a  joint  venture  with  the  Air  Force. 

Senator  Cohen.  That's  all  I  have  right  now,  Mr.  Chairman. 

Senator  Levin.  Just  a  quick  question.  I  asked  you,  Mr.  Bibb, 
about  the  GAO  report  on  the  43  projects  that  they  reviewed.  We 
just  got  a  copy.  The  savings  were  $12  billion  over  a  30-year  period, 
and  just  the  discounted  present  value  of  those  savings  in  1989  was 
$1.3  billion.  And  the  agency  comment — we  dug  out  the  comment — 
and  I  asked  you  whether  you  just  did  not  disagree,  or  did  you 
agree.  The  agency  comment  was  that  GSA  agreed  with  most  of 
GAO's  conclusions,  but  disagreed  that  GSA  lacks  a  long  range  plan. 
So  it  looks  as  though  you  actually  agreed  with  that! 

On  the  current  system,  you  say  you  are  proceeding  on  a  dual 
track? 

Mr.  Bibb.  That's  the  Administrator's  intention,  yes. 

Senator  Levin.  So  that  starting  now,  with  every  new  building 
being  leased,  built  or  purchased,  unless  the  deal  is  signed,  you  are 
going  to  analyze  all  the  approaches  possible;  is  that  your  intent? 

Mr.  Bibb.  I  think  that  would  be  done  up  front.  We  wouldn't  go 
to  the  market  and  exercise  the  market  to  jump  through  all  of  those 
hoops  to  give  us  an  offer,  but  we  would  try  to  make  some  kind  of 
up-front  analysis. 

Senator  Levin.  Good.  The  only  other  comment — Ms.  Goodman,  I 
have  a  letter  relative  to  Sawyer  Air  Force  Base  having  to  do  with 
property  disposition  which  we  need  an  answer  to — it  was  about  30 
days  ago — that  I  would  appreciate  your  looking  into,  now  that  that 
is  your  domain.  It  is  a  critical  matter  that  Congressman  Stupak 
and  I  have  written  to  Secretary  Aspin  about. 

Another  matter  that  we  would  appreciate  your  looking  at  would 
be  another  Air  Force  base — we  have  lost  them  all  now — Wurtsmith 
Air  Force  Base  where,  according  to  Assistant  Secretary  David 
Berteau,  the  goings  on  at  Wurtsmith  represent  a  negative  example, 
indeed  one  of  his  favorite  negative  examples,  of  how  the  services 
have  stymied  reuse.  So  we  would  appreciate,  if  you  would,  your 
taking  a  special  look  at  the  Air  Force  Base  Disposal  Agency  at 
Wurtsmith  to  help  us  get  that  thing  moving.  You  made  reference 
to  reuse,  and  this  is  a  real  problem  that  we  need  to  speed  up  reuse. 


1  See  page  185. 
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Sometimes  that  cuts  in  the  opposite  direction  from  reuse  by  a  Gov- 
ernment agency  when  we  have  the  community  trying  to  reuse  the 
facilities  for  development  purposes.  You  made  that  point  in  answer 
to  Senator  Cohen's  question,  but  if  you  could  take  a  look  at  those 
two  instances,  we  would  appreciate  it. 

Senator  Cohen? 

Senator  Cohen.  Mr.  Hill,  you  have  maintained  a  noble  silence. 
We  are  passing  over  you  only  because  we  are  pressed  for  time  on 
this  side  as  well,  but  we  did  not  want  you  to  think  you  were  being 
ignored  and  not  press  some  answers  from  you,  as  well  as  Mr. 
Hunkele.  I  have  a  whole  series  of  questions  I  would  like  to  address 
to  you  and  to  all  the  members  of  the  panel,  and  hopefully  you  can 
respond  to  them  in  writing. 

Just  a  couple  quick  points.  Mr.  Hunkele,  given  the  changing  de- 
mographics within  the  veteran  population,  it  seems  to  me  that  the 
VA  should  be  undertaking  some  serious  reconsideration  of  the 
projects  it  has  in  mind.  For  example,  you  have  over-utilization  in 
the  southern  hospitals,  and  you  have  some  under-utilization  in  the 
north.  And  I  think  that  what  is  required  is  that  we  kind  of  suspend 
operations  for  the  time  being  and  take  a  look  to  see  exactly  what 
is  going  to  be  required,  particularly  as  more  and  more  facilities  are 
going  to  be  coming  online  as  a  result  of  the  base  closures,  which 
have  been  fairly  dramatic  in  the  last  two  rounds  and  perhaps  even 
more  so  in  the  next  round  in  1995. 

Mr.  Bibb,  I  have  questions  I  will  submit  to  you  in  writing  and 
ask  for  your  response  for  the  record. 

Mr.  DiLuchio,  you  said  that  now  you  are  using  roughly  the  same 
kinds  of  parameters  that  the  private  sector  would  use — outside  the 
courts 

Mr.  DiLuchio.  That's  right. 

Senator  Cohen.  What  about  the  situation  in  Houston,  where  the 
U.S.  Attorney's  Office  has  demanded  an  additional  6,000  square 
feet  on  each  floor,  which  accounts  for  another  20,000  square  feet 
for  the  building?  Is  that  something  that  you  are  applying  commer- 
cial standards  to,  or  are  you  going  to  defer  to  the  U.S.  Attorney's 
Office?  What  kind  of  a  standard  will  you  impose? 

Mr.  DiLuchio.  Senator,  that  requirement  is  in  there  to  meet  the 
functional  requirement  of  the  United  States  Attorneys.  There  are 
security  reasons;  they  need  contiguous  space;  they  can  operate  bet- 
ter with  the  bigger  floorplate.  And  that  is  really  not  in  response  to 
a  commercial  standard,  but  to  an  occupying  agency  requirement. 

Senator  Cohen.  As  I  understand  it,  that  is  going  to  be  a  multi- 
agency  building. 

Mr.  DiLuchio.  Yes. 

Senator  Cohen.  Do  you  have  a  situation  where  one  agency  can 
drive  the  requirements  of  all  the  others — in  other  words,  the  U.S. 
Attorney's  Office  says,  "I  need  6,000  additional  feet  per  floor,"  and 
therefore  all  the  other  agencies  that  are  going  into  that  building 
now  will  go  into  a  new  building  as  opposed  to  addressing  the  needs 
of  the  U.S.  Attorney's  Office  on  a  separate  basis? 

Mr.  DiLuchio.  The  basic  requirement  comes  from  the  Federal 
building  where  the  United  States  courts  are  located,  and  the  courts 
are  the  ones  that  are  actually  expanding,  displacing  the  United 
States  Attorneys  from  the  Federal  Building-Courthouse.  They  are 


48 

now  in  the  Federal  Building-Courthouse  and  in  leased  space.  This 
becomes  a  consolidated  operation  for  the  U.S.  Attorneys  in  new 
leased  facilities.  So  back  where  the  scattering  is  taking  place  is  in 
the  Federal  Building-Courthouse,  to  meet  the  court's  requirements. 

Senator  Cohen.  What  are  the  other  agencies  that  will  be  in  that 
building? 

Mr.  DiLuchio.  That  are  being  displaced  from  the  Federal  build- 
ing? I  don't  have  that  information  right  now,  but  I  can  provide  it 
for  the  record. 

Senator  Cohen.  That  will  go  into  the  new  building. 

Mr.  DiLuchio.  I  don't  have  that  with  me  right  now. 

Senator  Cohen.  Well,  if  you  could  get  that  to  us,  please. 

Mr.  DiLuchio.  Yes,  I  will.1 

Senator  Cohen.  Thank  you,  Mr.  Chairman. 

Senator  Levin.  Thank  you,  Senator  Cohen. 

We  thank  all  of  our  witnesses  and  appreciate  your  being  here 
this  morning. 

Senator  Levin.  Our  final  panel — our  very  patient  final  panel — is 
made  up  of  several  real  estate  experts  from  the  private  sector. 

First,  Dr.  Michael  Sumichrast,  publisher  and  editor  of  Court- 
house Courthouse  Real  Estate  Perspectives.  We  are  also  joined  by 
Dr.  Paul  Taylor,  the  Vice  President  for  Public  Affairs  of  the  Asso- 
ciation for  Commercial  Real  Estate.  I  understand  that  that  associa- 
tion is  also  known  as  "NAIOP,"  and  we'll  let  you  explain  that. 
Would  you  help  us  out  on  that  one? 

Dr.  Taylor.  We  kept  the  old  acronym,  because  it  is  the  old  Na- 
tional Association  of  Industrial  and  Office  Parks,  and  that  is  a 
large  part,  or  a  very  large  part,  of  our  membership.  And  you  being 
from  Michigan,  I  know  you  like  to  focus  on  industrial  as  well  as 
local  real  estate. 

Senator  Levin.  And  what  was  the  "P"  for — "parks"? 

Dr.  Taylor.  Yes,  sir. 

Senator  Levin.  Industrial  and  Office  Parks. 

Dr.  Taylor.  Yes,  but  we  are  obviously  beyond  that  in  the  scope 
of  the  organization  now. 

Senator  Levin.  OK.  And  finally,  Tom  McChesney,  president  of 
the  Building  Owners  and  Managers  Association,  BOMA.  That  one, 
I  understand.  We  also  have  Dr.  Bryan,  who  is  with  Dr.  Taylor.  We 
thank  you  all  for  your  patience.  We  didn't  have  much  choice,  but 
we'll  thank  you  anyway,  and  we'll  start  with  Dr.  Sumichrast. 

TESTIMONY  OF  MICHAEL  SUMICHRAST,2  PUBLISHER  AND  EDI- 
TOR, REAL  ESTATE  PERSPECTIVES,  SUMICHRAST  PUBLICA- 
TIONS 

Dr.  Sumichrast.  Excuse  me  for  my  voice.  I  have  to  apologize,  but 
it's  the  best  I  can  do.  Can  you  hear  me? 

Senator  Levin.  Yes.  Just  pull  the  mike  a  little  closer. 

Now,  because  of  the  lateness  of  the  hour,  we  would  appreciate 
your  being  very  succinct  in  your  statements.  They  all  will  be  made 
part  of  the  record,  and  that  will  give  us  more  time  for  questions. 


1  See  page  156. 

2  The  prepared  statement  of  Dr.  Sumichrast  appears  on  page  98. 
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Dr.  Sumichrast.  I  will  be  very  brief.  I  want  to  make  four  points. 
Number  one  is  that  given  the  current  economic  growth  of  the  Unit- 
ed States,  it  is  very  clear  to  me  that  the  growth  of  the  Federal  con- 
struction building  and  leasing  is  simply  out  of  control. 

There  is  just  no  justification  for  increasing  45  percent  over  the 
last  5  years  in  leasing  by  GSA  when  you  look  at  what  is  happening 
to  the  private  economy  and  private  construction. 

The  second  point  is  that  the  cost  is  out  of  control.  I  cannot  accept 
a  21  percent  annual  increase  in  cost  of  construction  compared  to 
a  practically  zero  increase  in  the  private  sector.  In  the  District,  the 
cost  of  leasing  increased  at  the  rate  of  24  percent  annually  in  the 
last  5  years.  Now,  if  you  can  give  me  any  reasonable  justification 
for  that,  I  would  like  to  hear  it. 

And  point  number  three  is  that  I  have  concentrated  mostly  on  of- 
fice buildings  because  82  percent  of  total  leasing  by  GSA  is  in  of- 
fices. I  have  developed  a  rating  system  and  taken  the  100  largest 
metropolitan  areas  in  the  United  States  over  the  period  of  the  last 
12  years,  and  the  period  of  the  last  5  years.  We  don't  need  any  con- 
struction of  offices  for  this  year,  next  year,  or  1995.  It  is  simply  in- 
conceivable why  we  should  build  any  offices  for  the  Government 
given  the  current  supply  situation  of  office  space. 

The  fourth  point  is  that  I  think  it  is  simply,  if  you  will  excuse 
the  expression,  a  bloody  mess.  I  cannot  understand  the  way  the 
GSA  is  running  their  offices.  It  seems  to  me  that  nobody  is  watch- 
ing the  big  picture,  and  nobody  really  knows  what  is  happening  to 
the  overall  leasing  and  buying  and  construction  program.  I  don't 
think  GSA  is  capable  of  doing  that.  I  don't  think  they  have  anybody 
there  who  ever  met  the  payroll.  I  don't  think  these  people  under- 
stand private  industry.  I  think  it  is  run  by  people  who  are  bureau- 
crats, who  don't  understand  the  private  industry  as  it  is  running 
now. 

If  I  could  sum  up,  I  would  put  it  in  a  chart  which  I  provided  for 
the  Subcommittee.  The  last  chart  reads  what  I  would  call  the  total 
operation  under  the  heading  of  "Age  of  Innocence."  They  are  still 
in  the  horse-and-buggy  era,  and  it  is  time  that  something  happened 
to  the  total  outfit  to  bring  it  into  the  20th  century.  It  simply  is  not 
conceivable  to  continue  at  the  pace  they  are  going,  at  the  growth 
they  are  going,  at  the  costs  they  are  paying. 

Any  reasonable  man  who  would  look  at  what  they  are  doing 
would  come  to  the  same  conclusion. 

Thank  you  very  much. 

Senator  Levin.  Thank  you,  Dr.  Sumichrast. 

Dr.  Taylor,  you  are  next. 
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TESTIMONY  OF  PAUL  C.  TAYLOR,1  VICE  PRESIDENT  FOR  PUB- 
LIC AFFAIRS,  NAIOP,  THE  ASSOCIATION  FOR  COMMERCIAL 
REAL  ESTATE,  ACCOMPANIED  BY  HAYDEN  G.  BRYAN,2 
FORMER  EXECUTIVE  DIRECTOR,  1988  BASE  CLOSURE  COM- 
MISSION 

Dr.  Taylor.  I  am  going  to  quickly  summarize  both  our  testimony 
and  the  testimony  for  us  by  Dr.  Bryan,  who  was  the  executive  di- 
rector of  the  1988  Base  Closure  Commission. 

I  find  myself  in  agreement  with  Dr.  Sumichrast  with  respect  to 
the  abundant  supply  of  commercial  and  industrial  real  estate  avail- 
able across  the  United  States,  much  of  it  owned  by  many  of  the 
members  of  the  organizations  represented  here.  They  are  anxious 
to  get  going  on  filling  up  some  of  that  space. 

We  made  an  effort  on  our  part  to  estimate  the  amount  of  space 
that  the  GSA  needs  and  to  get  that  information  to  them  in  the 
NAIO  Directory  of  GSA  Leases.  But  I  think  as  economists,  all  three 
of  us  would  probably  like  to  talk  a  little  bit  about  the  incentives 
in  the  current  system,  and  I  know  that  has  been  talked  about  in 
detail  today,  but  we  clearly  have  to  underscore  the  fact  that  the  in- 
centives are  simply  wrong,  both  for  the  civilian  agencies  and  for 
the  military  agencies,  to  get  efficient  outcomes  in  the  selection  of 
office  space  needs  in  the  current  system.  And  what  we  would  like 
to  do  is  simply  point  to  a  couple  of  examples  of  that. 

In  my  testimony,  I  have  reviewed  how  the  Nation  got  to  the  cur-  i 
rent  conditions  in  the  commercial  real  estate  industry.  I  can  sum 
that  up  by  quickly  saying  that  the  over-availability  of  credit,  fuel- 
ing some  overbuilding,  followed  by  the  nonavailability  of  credit — 
what  many  people  call  the  "credit  crunch" — the  1986  tax  changes, 
which  came  at  about  the  same  time,  and  the  geographically  diverse 
nature  of  the  recession  being  different  in  different  areas  of  the 
country,  and  the  need  to  understand  that,  are  the  three  things  that 
help  us  understand  how  commercial  real  estate  got  to  the  point  it 
is  at. 

But  it  is  in  a  very  distressed  situation,  and  it  is  clear  that  addi- 
tional Government  building  at  this  time  would  only  compound 
those  difficulties.  In  my  testimony,  I  have  covered  all  the  metro- 
politan areas  for  the  States  that  you  represent;  I  know  you  have 
all  lived  through  those  difficulties,  you  hear  about  them  from  your 
constituents  when  you  go  home,  and  we  can  go  through  that  quick- 
ly. But  to  note  the  stresses  in  the  various  areas  of  the  country,  and 
that  they  occurred  at  different  times,  is  very  important  to  under- 
standing commercial  real  estate's  problems. 

The  international  climate  in  real  estate  is  poor.  There  has  been 
a  lot  of  wealth  lost,  a  lot  of  value  deterioration  in  real  estate  in 
many  of  the  major  foreign  countries.  So  we  cannot  expect  this  time 
to  have  foreign  investors  come  forward  and  help  stabilize  real  es- 
tate values  to  the  extent  that  they  have  done  that  in  the  past  dec- 
ades. It  is  simply  not  going  to  happen  this  time,  and  that's  some- 
thing we  need  to  take  into  consideration  when  we  consider  the  dis- 
tress in  the  U.S.  commercial  real  estate  market. 


1  The  prepared  statement  of  Dr.  Taylor  appears  on  page  106. 
2The  prepared  statement  of  Dr.  Bryan  appears  on  page  114. 
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Given  those  conditions,  our  testimony  on  both  civilian  and  mili- 
tary space  usage  comes  to  the  conclusion  that  GSA  construction 
programs  at  this  time  can  only  exacerbate  the  current  difficulties 
for  the  commercial  industry,  compound  the  fiscal  stress  of  local 
governments,  who  depend  upon  commercial  and  residential  real  es- 
tate for  over  70  percent,  on  average,  of  their  taxes,  and  increase 
the  cost  of  Government  to  the  Federal  taxpayer. 

We  have  a  couple  of  case  studies  which  I  would  be  happy  to  talk 
about  in  Dr.  Bryan's  testimony.  Dr.  Bryan  is  prepared  to  answer 
questions  on  the  base  closing  process  and  the  incentives  there.  But 
in  the  interest  of  moving  on  and  the  shortness  of  time,  I  will  stop 
here  and  invite  your  questions. 

Senator  Levin.  Thank  you,  Dr.  Taylor. 

Mr.  McChesney? 

TESTIMONY  OF  THOMAS  B.  McCHESNEY,1  PRESIDENT,  BUILD- 
ING  OWNERS  AND  MANAGERS  ASSOCIATION  INTER- 
NATIONAL 

Mr.  McChesney.  Thank  you,  Senator  Levin,  Senator  Cohen. 

My  name  is  Tom  McChesney,  and  I  am  Executive  Vice  President 
and  District  Manager  for  the  Pittsburgh  office  of  Grubb  &  Ellis 
Company,  which  is  the  largest  publicly-held  full-service  real  estate 
company  with  offices  nationwide. 

I  say  that  because  I  might  be  one  of  the  few  people  here  making 
their  living  full-time  in  the  real  estate  industry  as  a  manager  and 
marketer  of  space. 

I  am  here  today  as  the  President  of  the  Building  Owners  and 
Managers  Association,  which  is  the  voice  of  the  office  professional. 
I  will  try  to  abbreviate  my  remarks,  but  basically,  I  want  to  high- 
light a  few  of  the  policies  that  we  see  confronting  the  Federal  Gov- 
ernment that  need  to  be  changed. 

The  GSA,  for  example,  is  required  to  outline  and  commit  to  spe- 
cific solutions  to  their  space  needs  many  years  before  the  space  is 
actually  occupied.  This  kind  of  time  delay  severely  limits  the  GSA's 
ability  to  adapt  to  changing  market  conditions. 

The  GSA  procedures  are  equally  complex  whether  GSA  is  leasing 
10,000  square  feet  of  space,  or  an  entire  building  of  500,000  square 
feet  or  more.  This  ensures  a  disincentive  to  many  in  the  private 
sector  for  competitive  bidding. 

We  are  encouraged  by  GSA's  streamlined  approach  for  leasing 
space  less  than  10,000  square  feet  and  recommend  applying  similar 
approaches  to  all  GSA  leases. 

There  are  some  problems  with  the  bidding  process  which  often 
require  respondents  to  keep  their  property  off  the  market  for  a  pro- 
longed period  of  time  until  there  is  an  award. 

And  we  have  all  talked  today  about  the  scoring  rules,  which 
often  cause  the  GSA  to  forego  attractive  lease  terms  and  purchase 
options  because  the  full  cost  would  be  scored  in  a  single  fiscal  year. 
The  cost  should  be  spread  over  the  term  of  the  agreement.  Any 
change  in  the  scoring  rules  must  recognize  the  recommendation  to 
lease-purchase,  or  purchase  existing  buildings — but  not  to  build  ex- 
cept when  absolutely  necessary. 


^he  prepared  statement  of  Mr.  McChesney  appears  on  page  118. 
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A  great  concern  for  many  building  owners  across  the  country  is 
the  Government's  desire  to  construct  additional  office  space.  This 
is  especially  troubling  when  existing  quality  space  is  available  at 
costs  well  below  that  of  new  construction. 

While  the  private  sector  does  not  look  to  the  Government  to  solve 
all  of  our  problems,  we  ask  that  moves  are  not  made  to  further  ex- 
acerbate already  difficult  circumstances.  We  would  like  Govern- 
ment to  govern  and  protect  us,  not  build  things  that  would  compete 
with  us  in  a  free  enterprise  system. 

BOMA  is  encouraged  by  GSA  Administrator  Roger  Johnson's  pro- 
posal to  "suspend  and  review"  all  new  projects.  BOMA  believes  that 
a  rational  and  nonemotional  review  of  these  projects  is  appropriate 
in  light  of  the  controversy  this  issue  has  generated  in  several  cities. 

We  do  caution  Congress  about  the  inclusion  of  leases  in  any  such 
moratorium.  Today's  real  estate  market  offers  great  deals,  and  it 
would  be  a  shame  to  have  the  GSA  unable  to  take  advantage  of 
them. 

I  think  the  popular  approach  has  been  to  place  the  responsibility 
for  so  many  of  these  problems  at  the  doorstep  of  the  GSA.  How- 
ever, we  believe  the  true  source  lies  outside  of  the  reach  of  the 
GSA,  and  I  have  an  example. 

Members  of  the  congressional  committees  with  GSA  oversight 
must  carefully  review  the  prospectuses  and  appropriation  requests 
that  pass  through  Congress.  "Selectively  augmented"  projects  for 
"back  home"  circumvent  the  rules  that  Congress  itself  has  outlined. 
Congress  must  not  sidestep  the  requirements  for  responsible  Fed- 
eral property  management.  And  we  were  quite  disappointed  to 
learn  of  the  Senate  Appropriation  Committee's  intent  to  limit 
GSA's  brand  new  "suspend  and  review"  policy  that  I  just  men- 
tioned— and  I  refer  to  page  65  of  the  newest  Senate  Report  103- 
106,  which  says  you  are  not  going  to  let  them  do  that. 

Finally,  the  GSA  must  be  granted  the  flexibility  to  take  advan- 
tage of  the  best  deals  available,  whether  that  be  by  sealed  bid  auc- 
tions, or  by  lease-purchase  agreements.  We  encourage  you  to  allow 
GSA  to  do  business  without  the  shackles. 

BOMA  and  GSA  both  recognize  the  need  to  discuss  concerns, 
share  ideas,  and  address  questions  regarding  commercial  real  es- 
tate activities.  Senator  Metzenbaum  mentioned  earlier  that  we 
have  had  a  lot  of  cooperation  and  ongoing  discussions  between 
BOMA  and  GSA  on  floor  measurement  standards.  BOMA  Inter- 
national is  the  Secretariat  for  the  predominant  standard  of  meas- 
urement used  throughout  the  commercial  real  estate  industry.  In 
that  capacity,  we  have  had  several  constructive  meetings  with  the 
GSA  to  explore  areas  where  our  standards  may  be  brought  closer 
together,  and  it  sounds  like  Senator  Metzenbaum  has  moved  that 
even  further  along. 

It  is  my  hope  that  better  relationships  between  BOMA  and  GSA 
will  translate  into  better  long-term  policies  for  Federal  property  ac- 
quisition and  management.  We  have  a  long  way  to  go,  but  with 
careful  review  and  some  well-placed  policy  changes,  good  business 
practices  will  emerge. 

I  look  forward  to  your  questions. 

Senator  Levin.  Thank  you,  Mr.  McChesney. 

Senator  Cohen? 
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Senator  Cohen.  A  couple  of  quick  questions.  Mr.  McChesney,  if 
you  were  to  exclude  leasing  from  the  suspension — assuming  that 
suspension  takes  place — and  maybe  as  a  result  of  these  hearings, 
we  can  even  overrule  what  the  Appropriations  Committee  report 
has  recommended,  if  that's  the  case — I  haven't  had  a  chance  to 
read  that — but  if  it  is  the  case,  and  we  can  prevent  that  from  be- 
coming the  fact,  why  would  you  want  to  exclude  leasing  in  its  en- 
tirety from  the  suspension,  because  it  would  actually  encompass 
the  case  we  have  been  talking  about  in  Atlanta?  That  is  not  a  pur- 
chase, but  a  lease.  Shouldn't  we  be  looking  at  bad  leases  as  well 
as  good  leases? 

Mr.  McChesney.  In  the  macro  sense.  The  real  damage — and 
that's  a  specific  case — but  all  across  the  country,  you  have  hun- 
dreds of  leases  expiring  every  month.  And  if  you  put  a  moratorium 
on  the  ability  to  renew  those  leases  or  to  move  into  a  new  space, 
you  could  be  in  holdover  situations  or  other  predicaments  where 
the  cost  could  far  exceed  the  case  that  you  mentioned. 

Senator  Cohen.  So  then,  you  would  recommend  no  suspension. 

Mr.  McChesney.  A  flat  moratorium  freezes  the  agency,  and 
there  is  too  much  day-to-day  business  to  be  frozen. 

Senator  Cohen.  How  about  giving  a  flexible  moratorium  power 
to  GSA? 

Mr.  McChesney.  Sure. 

Senator  Cohen.  That's  OK 

Mr.  McChesney.  Put  a  power  of  10  on  it  that  we  like. 

Senator  Cohen.  Right,  but  give  the  administrator  an  opportunity 
to  exercise  discretion  in  terms  of  imposing  moratoria  on  leases  as 
well  as  construction  projects. 

Mr.  McChesney.  That  would  make  sense  with  that  kind  of  lati- 
tude. 

Senator  Cohen.  I  think  you  have  made  a  couple  of  important 
points.  From  my  perspective,  what  is  going  on  is  not  a  tolerable  sit- 
uation, and  I  would  agree  with  Dr.  Sumichrast  that  we  are  build- 
ing at  a  time  when  we  should  be  waiting;  we  are  leasing  rather 
than  either  building  or  buying.  And  it  seems  to  me  that  we  don't 
have  a  coherent  view  of  exactly  what  the  needs  of  the  Federal  Gov- 
ernment are  or  ought  to  be  or  will  be  in  the  coming  years.  And  I 
would  like  to  say,  because  we  still  have  members  of  the  GSA  here, 
that  GSA  is  not  the  sole  scapegoat;  you  have  correctly  pointed  your 
finger  at  us,  because  Congress  has  played  and  continues  to  play  a 
major  role  in  the  policy  or  non-policy  that  is  adopted. 

Everyone  opts,  even  in  the  corporate  world,  but  especially  here 
at  the  governmental  level,  for  the  short-term  benefit.  Whether  we 
construct  a  Gramm-Rudman  requirement  that  we  have  to  alter  our 
budget  scorekeeping  rules  in  order  to  show  what  the  figure  is  for 
this  year  and  not  for  the  out-years,  or  for  the  out-years  and  not  this 
particular  year,  however  it  is  constructed,  it  seems  to  me  does 
great  disservice  to  the  integrity  of  Government  itself.  If  in  fact,  as 
Senator  Levin  has  hammered  home  the  point,  we  can  make  a  bet- 
ter deal  by  buying  something  for  $50  million  as  opposed  to  building 
something  over  a  3-year  period  for  $90  million,  then  we  ought  to 
level  with  the  American  people  and  say,  "This  is  what  we  are 
doing.  We  are  saving  you  money  by  doing  it  this  way  rather  than 
taking  the  short-term  approach." 
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So  I  think  everybody  has  a  hand  in  this  particular  pot,  and  it  is 
boiling  over  and  bubbling  over,  and  to  the  great  detriment  of  the 
American  people.  We  don't  have  a  coherent  view.  We  don't  even 
have  an  oversight  agency  here  in  Congress  or  committee  in  Con- 
gress that  has  jurisdiction  over  GSA  because  it  doesn't  have  to 
come  before  this  Committee,  at  least,  for  its  authorization  on  an 
annual  basis.  So  we  can't  even  exercise  effective  oversight. 

So  something  is  desperately  wrong  with  the  way  in  which  we 
have  been  going  about  building  at  a  time  when  we  ought  to  be  tak- 
ing a  break  and  tying  the  belt  a  little  bit  tighter,  as  we  are  asking 
the  taxpayers  to  do  right  now.  That  is  the  purpose  of  this  particu- 
lar hearing,  and  my  only  regret  is  that  we  have  tried  to  cram  so 
much  testimony  into  so  brief  a  period  of  time,  recognizing  the  fact 
that  we  have  so  many  votes  scheduled  today  and  so  many  other 
conflicting  arrangements.  But  that  in  itself  is  an  indication  of  why 
we  don't  focus  on  a  more  comprehensive  basis  on  exactly  what  the 
needs  of  this  country  are. 

Dr.  SUMICHRAST.  Senator  Cohen,  if  I  may  interrupt,  it  is  ironic 
that  we  are  sitting  here  discussing  the  situation  as  it  is.  I  have  no 
interest;  I  am  a  private  citizen;  I  have  no  axe  to  grind;  I  don't  care 
one  way  or  the  other,  other  than  protecting  the  taxpayers,  which 
I  very  strongly  feel. 

But  about  5  years  ago,  we  developed  this  rating  system  with 
Shannon  Fairbanks,  who  has  been  working  for  the  BASS  organiza- 
tion for  years — with  GE  putting  in  $500  million,  buying  all  the 
RTC  properties.  And  here  we  are,  talking  about  construction  of  new 
buildings  when  you  can  really  buy  this  thing  at  20  cents  to  40 
cents  on  the  dollar. 

Senator  Cohen.  We  haven't  purchased  a  single  building  from  the 
RTC  or  FDIC. 

Dr.  Sumichrast.  It  is  totally  and  completely  unbelievable. 

Senator  Cohen.  We  have,  what,  9,000  buildings  between  FDIC 
and  RTC,  and  we  haven't  purchased  one.  That  is  telling  us  some- 
thing. Something  is  wrong. 

Dr.  Bryan,  you  had  a  prepared  statement,  I  believe,  which  noted 
by  way  of  example  that  the  relocation  of  the  Naval  Air  Systems 
Command  headquarters  to  Patuxent  River  Air  Station  is  another 
example  of  where  potential  cost  savings  could  be  completely  wiped 
out  by  what  is  going  to  be  required  as  far  as  modernizing  and  ex- 
panding for  that  transfer  of  facility. 

Dr.  Bryan.  The  movement  of  several  commands  from  the  Crystal 
City  area  will  require  considerable  construction  not  only  at  PAX 
River,  but  also  at  Memphis,  the  site  that  is  being  selected  for  the 
Bureau  of  Personnel  moving  out  of  Government-owned  space  at  the 
Pentagon  Navy  Annex.  It  will  require  considerable  cleaning  up  be- 
fore it  can  be  used  by  the  Bureau  of  Personnel.  So  there  is  consid- 
erable cost  at  both  of  those  locations. 

Senator  Cohen.  I'll  close  with  this  observation.  We  have  a  situa- 
tion at  Loring  Air  Force  Base  where  we  spent  during  the  past  dec- 
ade roughly  half  a  billion  dollars,  upgrading  and  modernizing 
Loring  Air  Force  Base,  which  was  recommended  for  closure  in  the 
last  round  of  the  base  closure  hearings  process.  At  that  facility,  we 
had  a  brand  new  hospital  which  we  spent  something  in  the  neigh- 
borhood of  $25  million  for;  it  is  one  of  the  finest  we  have.  That  will 
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just  sit  there,  completely  unused,  unless  we  can  find  an  alternative 
use  for  it.  At  a  time  when  we  are  now  talking  about  building  hos- 
pitals in  other  States  because  they  have  a  higher  requirement,  we 
are  going  to  have  medical  facilities  and  other  types  of  facilities,  as 
a  result  of  these  closures,  which  are  simply  sitting  there  which  may 
not  be  attractive  to  develop  commercially — all  of  which  dictates 
that  we  call  a  "time  out,"  maybe  a  flexible  "time  out,"  to  take  into 
account  what  you  are  recommending,  Mr.  McChesney,  to  ask  isn't 
there  a  better  way  of  doing  things,  and  shouldn't  we  be  taking  a 
broader  view.  Can't  we  try  to  have  some  kind  of  coordinated  look 
on  the  part  of  all  the  agencies  into  what  they  can  reasonably  fore- 
see will  be  their  needs  for  next,  let's  say,  quarter  of  a  century,  20, 
25  years,  and  then  make  some  decisions  about  what  we  are  doing 
with  the  existing  inventory,  as  to  whether  we  can  rehab  it,  retrofit 
it — does  that  make  more  sense  than  trying  to  build  or  lease  or 
lease-purchase? 

I  think  we  have  got  to  have  something  of  just  a  break  here. 

Mr.  McChesney.  I  have  one  observation,  which  is  that  the  real 
estate  industry  has  gone  through  some  drastic  cycles  because  the 
real  estate  industry  couldn't  forecast  interest  rates  or  demand  5  or 
10  years  out.  Any  time  you  talk  about  Government  space  needs  25 
years  from  now,  you  have  made  a  whole  host  of  assumptions  on 
what  is  going  to  happen.  Be  willing  to  challenge  the  assumptions. 
Wrong  assumptions  have  crucified  the  private  sector  in  the  past. 
And  I  don't  know  why  you  would  have  any  greater  wisdom  than 
we  do. 

Senator  COHEN.  We  don't  have  any  greater  wisdom  than  you  do. 
As  a  matter  of  fact,  our  challenge  may  be  even  greater  than  yours. 
For  example,  not  one  of  us — Senator  Levin  and  I  happen  to  share 
services  on  the  Armed  Services  Committee  as  well.  We  are  required 
to  make  certain  judgments,  which  undoubtedly  are  flawed,  about 
what  the  world  is  going  to  look  like,  not  25  years  from  now,  but 
5  years  from  now,  and  whether  we  have  to  alter  our  purchasing  of 
the  type  of  equipment  that  takes  10  years  to  build.  It  takes  a  long 
time  to  put  a  new  submarine  together,  or  a  new  aircraft  carrier, 
and  we  have  to  make  decisions  now  on  what  we  believe  the  world 
is  likely  to  look  like  10  and  15  and  20  years  from  now,  because  that 
is  how  we  have  to  try  to  structure  our  forces. 

So  we  are  obviously  limited,  like  everyone  else,  by  the  complex- 
ities of  the  future,  what  I  would  call  not  the  fog  of  war,  but  the 
fog  of  peace,  which  may  be  considerably  more  opaque  than  the  fog 
of  war.  But  that's  another  matter  altogether.  We  are  required  to 
try  to  anticipate  what  the  shape  of  things  in  the  future  is  going  to 
look  like,  and  that  has  all  of  the  inherent  complexities  and  con- 
tradictions involved  that  we  have  to  contend  with. 

So  what  I  am  suggesting  is  that  we  ought  to  at  least  try  to  take 
our  agencies  as  they  exist  today  and  ask  what  are  the  likely  needs 
that  we  will  have  for  the  foreseeable  future — 10  or  12  or  15  years — 
and  see  if  we  cannot  accommodate  those  needs  with  what  we  have 
right  now,  or  some  modification  of  that.  And  when  we  have  to 
build,  we'll  build,  but  absent  that,  can't  we  make  use  of  the  exist- 
ing needs  as  best  we  can. 

Thank  you,  Mr.  Chairman. 
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Dr.  Taylor.  Just  quickly,  I  think  one  of  the  clear  points  of  our 
testimony  both  for  civilian  agencies  and  for  the  military  is  that 
pouring  concrete  reduces  flexibility.  When  GSA  pours  concrete,  it 
reduces  the  flexibility  in  how  those  agencies  can  react  to  changed 
circumstances  and  how  those  military  units  can  react.  And  of 
course,  with  the  military,  there  is  a  critical  strategic  need  that  they 
retain  some  flexibility  in  their  operations. 

Senator  Levin.  The  only  comment  that  I  would  have  in  closing 
is  that  I  was  glad  to  hear  from  you,  Mr.  McChesney,  that  you  are 
working  with  GSA  on  some  changes.  They  have  been  working  close- 
ly with  my  office  and  others.  I  think  there  is  a  new  feeling  that  we 
have  got  to  do  something  differently  in  GSA.  Senator  Cohen  has 
been  a  real  activist  on  changing  some  of  the  ways  we  do  business, 
and  we  appreciate  his  bringing  this  hearing  to  our  attention.  We 
think  and  hope  and  believe  it  will  lead  to  some  changes.  But  we 
are  glad  to  hear  from  you  that  the  GSA  is  indeed  working  with 
your  organization,  and  I  would  encourage  all  of  you  to  get  the  real 
estate  industry's  perspective  on  this  to  the  National  Performance 
Review  folks  and  the  Vice  President's  office.  It  can  make  a  dif- 
ference right  now.  They  are  right  at  the  moment,  as  we  speak,  dis- 
cussing whether  or  not  to  change  some  of  the  ways  in  which  we  do 
business  when  it  comes  to  leasing  or  acquiring  or  constructing  real 
estate. 

I  think  we  build  more  than  we  need  to.  The  rules  push  us  per- 
versely in  that  direction.  We  can  change  those  rules.  We  are  going 
to  need  some  help  from  the  inside  as  well  as  the  outside.  Your  tes- 
timony is  helpful  today,  and  we  will  make  it  all  part  of  the  record, 
including  yours,  Dr.  Bryan.  Thank  you  for  your  written  testimony 
and  for  your  appearance. 

We'll  stand  adjourned. 

[Whereupon,  at  1:15  p.m.,  the  Subcommittee  was  adjourned.] 
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STATEMENT  OF  SENATOR  HOWARD  M.  METZENBAUM 

BEFORE  THE  SUBCOMMITTEE  ON  OVERSIGHT  OF  GOVERNMENT  MANAGEMENT 

SENATE  COMMITTEE  ON  GOVERNMENTAL  AFFAIRS 

JULY  27,  1993 

I'M  DELIGHTED  THAT  THE  SENATE  GOVERNMENTAL  AFFAIRS' 
SUBCOMMITTEE  ON  THE  OVERSIGHT  OF  GOVERNMENT  MANAGEMENT  HAS 
CONVENED  THIS  HEARING  TODAY  TO  EXPLORE  THE  WAY  THE  FEDERAL 
GOVERNMENT  MANAGES  ITS  REAL  ESTATE  NEEDS. 

AS  YOU  PROBABLY  KNOW,  I  CHAIR  A  SPECIAL  SENATE  ENVIRONMENT 
AND  PUBLIC  WORKS  COMMITTEE  TASK  FORCE  WHICH  WAS  CREATED  TO  LOOK 
INTO  THIS  SAME  AREA.   THIS  SUBCOMMITTEE'S  LEADERSHIP  AND  INTEREST 
IN  THIS  SUBJECT  HEARTENS  ME  AND  I  LOOK  FORWARD  TO  WORKING  WITH 
YOU,  AS  WELL  AS  WITH  MY  COLLEAGUES  ON  THE  ENVIRONMENT  AND  PUBLIC 
WORKS  COMMITTEE,  TO  IMPROVE  THE  WAY  THE  GOVERNMENT  APPROACHES  THE 
TASK  OF  MANAGING  ITS  REAL  ESTATE  PORTFOLIO. 

FRANKLY,  THIS  IS  ONE  AREA  OF  GOVERNMENT  WHICH  SCREAMS  OUT 
FOR  CLOSER  SCRUTINY. 

BILLIONS  OF  DOLLARS  ARE  SPENT  EACH  YEAR  TO  LEASE  AND 
CONSTRUCT  BUILDINGS  TO  HOUSE  FEDERAL  WORKERS.   YET  THE  FEDERAL 
GOVERNMENT  DOES  A  TERRIBLE  JOB  OF  MANAGING  ITS  REAL  ESTATE 
PROPERTIES  AND  ADDRESSING  THE  HOUSING  NEEDS  OF  THE  FEDERAL 
WORKFORCE . 

THAT'S  BECAUSE  THIS  GOVERNMENT  SIMPLY  DOES  NOT  APPROACH  REAL 
ESTATE  PROPERTY  MANAGEMENT  IN  A  BUSINESS-LIKE,  COORDINATED 
FASHION.   I'M  SURE  WE  LOSE  MILLIONS  AND  MILLIONS  OF  TAX  DOLLARS 
EACH  YEAR  BECAUSE  OF  THIS  FACT. 

SOME  30  AGENCIES  HAVE  AUTHORITY  TO  ACQUIRE  OR  DISPOSE  OF 
FEDERAL  REAL  ESTATE  ASSETS.   YET  NONE  SEEM  TO  KNOW  WHAT  THE 
OTHERS  ARE  UP  TO. 

WHEN  YOU  HEAR  THAT  A  NAVAL  HOSPITAL  IN  ORLANDO,  FLORIDA  IS 
CLOSING  WHILE  THE  VETERANS  ADMINISTRATION  IS  CONSTRUCTING  A  NEW 
HOSPITAL  SOME  35  MILES  AWAY,  YOU  KNOW  THAT  SOMETHING  IS  WRONG. 

WHEN  YOU  HEAR  THAT  THE  FEDERAL  GOVERNMENT  HAS  FAILED  TO  BUY 
A  SINGLE  BARGAIN-PRICED  OFFICE  BUILDING  FROM  THE  RESOLUTION  TRUST 
CORPORATION  OR  FROM  THE  FEDERAL  DEPOSIT  INSURANCE  CORPORATION, 
YOU  KNOW  THAT  SOMETHING  IS  TERRIBLY  WRONG. 

AND  WHEN  YOU  HEAR  THAT  MILITARY  DOWNSIZING  WILL  RESULT  IN 
THE  NAVY  VACATING  1.5  MILLION  SQUARE  FEET  OF  OFFICE  SPACE  IN 
NORTHERN  VIRGINIA,  WHILE  NEW  CONSTRUCTION  PROCEEDS  UNABATED  IN 
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THE  DISTRICT,  YOU  KNOW  THAT  SOMETHING  IS  DOWNRIGHT  CRAZY. 

I  THINK  THAT  THE  LACK  OF  REAL  ESTATE  ASSET  COORDINATION 
AMONG  FEDERAL  AGENCIES  IS  A  SERIOUS  AND  COSTLY  PROBLEM.   I'M  GLAD 
YOU  WILL  FOCUS  PART  OF  TODAY'S  HEARING  ON  THAT  MATTER. 

BUT  LET  ME  FOCUS  THE  MAJORITY  OF  MY  COMMENTS  ON  THE  GENERAL 
SERVICES  ADMINISTRATION.   THAT'S  THE  AGENCY  WHICH  HAS  PRIMARY 
RESPONSIBILITY  FOR  RENTING  AND  BUILDING  OFFICE  SPACE  FOR  MOST  OF 
THE  OTHER  FEDERAL  AGENCIES.   AND,  FRANKLY,  THAT'S  THE  AGENCY 
ABOUT  WHICH  I'VE  SPENT  MUCH  TIME  RUMINATING. 

UNTIL  THE  NEW  GSA  ADMINISTRATOR  ROGER  JOHNSON  CAME  ON  BOARD 
RECENTLY,  I  WAS  ABSOLUTELY  CONVINCED  THAT  GSA  WAS  THE  MOST 
MISMANAGED,  OUT-OF-CONTROL  FEDERAL  AGENCY  AROUND. 

I'M  STILL  NOT  SURE  ABOUT  THE  AGENCY... BUT  I  HAVE  HIGH  HOPES 
FOR  MR.  JOHNSON  AND  THE  PEOPLE  HE  HAS  BROUGHT  IN  WITH  HIM.   MR. 
JOHNSON  HAS  EXPRESSED  A  WILLINGNESS  TO  SPEND  THE  NEXT  THREE  TO 
SIX  MONTHS  REVIEWING  NEW  CONSTRUCTION  AND  LEASE  PROJECTS  TO 
DETERMINE  WHETHER  THEY  MAKE  ECONOMIC  SENSE.   THAT'S  GOOD.   BUT 
MAKE  NO  MISTAKE,  MR.  JOHNSON'S  BUSINESS  ACUMEN  AND  MANAGERIAL 
SKILLS  WILL  SURELY- BE  PUT  TO  THE  TEST  AT  GSA. 

THAT  AGENCY  WILL  BE  A  TOUGH  NUT  TO  CRACK. 

WHILE  MOST  OF  ITS  20,000  EMPLOYEES  ARE  HONEST  AND  DEDICATED, 
THE  AGENCY  HAS  A  LONG  AND  SORRY  HISTORY  OF  WASTEFUL  SPENDING  AND 
MISMANAGEMENT. 

PART  OF  THE  PROBLEM  IS  THAT  GSA  HAS  LACKED  CREATIVE  AND 
CONSISTENT  LEADERSHIP  AT  THE  TOP. 

SADLY,  OVER  THE  PAST  16  YEARS,  GSA  HAS  HAD  14  DIFFERENT 
ADMINISTRATORS  RUNNING  IT.   DURING  THE  SAME  PERIOD,  THE  PUBLIC 
BUILDINGS  COMMISSIONER  POSITION  HAS  BEEN  FILLED  BY  13  DIFFERENT 
INDIVIDUALS. 

THAT'S  NO  WAY  TO  RUN  AN  AGENCY  WHOSE  ACTIVITIES  INVOLVE  A 
CASH  FLOW  OF  MORE  THAN  $10  BILLION  ANNUALLY.   THAT'S  NO  WAY  TO 
RUN  AN  AGENCY  WHICH,  IF  IT  WERE  A  PRIVATE  COMPANY,  WOULD  RANK 
AMONG  THE  TOP  50  OF  THE  FORTUNE  500  LIST. 

THE  PUBLIC  BUILDINGS  SERVICE  ALONE  CONTROLS  OVER  253  MILLION 
FEET  OF  SPACE  IN  OVER  7,000  BUILDINGS.   THE  BIGGEST  PRIVATE  REAL 
ESTATE  COMPANY  IN  THE  NATION  WOULDN'T  COME  CLOSE  TO  THOSE 
HOLDINGS. 

I  SHUDDER  TO  THINK  HOW  MANY  MILLIONS ..  .MAYBE  BILLIONS ...  HAVE 
BEEN  WASTED  OR  LOST  BECAUSE  OF  THE  INEFFECTIVE  WAY  GSA  LEASES  AND 
CONSTRUCTS  FEDERAL  OFFICE  SPACE. 

LET  ME  TICK  OFF  SOME  PARTICULARLY  VEXING  PROBLEMS. 

INSTEAD  OF  BUYING  EXISTING  BUILDINGS  AT  INEXPENSIVE  PRICES 
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OR  ENTERING  LONG-TERM  LEASES  AT  GOOD  RATES,  GSA  HAS  EMBARKED  ON 
NEW,  COSTLY  CONSTRUCTION  PROJECTS.   GSA  IS  CONSTRUCTING,  OR 
ENTERING  INTO  LONG-TERM  LEASES  FOR  BUILDINGS  CONSTRUCTED 
EXPRESSLY  FOR  THE  FEDERAL  GOVERNMENT,  IN  AREAS  WITH  COMMERCIAL 
VACANCY  RATES  AS  HIGH  AS  30  PERCENT. 

AS  I  NOTED  BEFORE,  GSA  HAS  FAILED  TO  TAKE  ADVANTAGE  OF  A 
SINGLE  BUILDING  OFFERED  FOR  SALE  BY  THE  RTC  OR  THE  FDIC. 

AND  UNTIL  MR.  JOHNSON  TOLD  ME  LAST  WEEK  THAT  HE  WOULD  CHANGE 
THE  WAY  GSA  MEASURED  OFFICE  SPACE,  GSA  CALCULATED  FLOOR  SPACE 
LIKE  NO  OTHER  ENTITY  IN  THE  WORLD,  MAKING  EFFECTIVE  OVERSIGHT 
IMPOSSIBLE. 

I'M  GLAD  MR.  JOHNSON  IS  TACKLING  THE  MEASUREMENT  ISSUE 
NOW...  BUT  MORE  NEEDS  TO  BE  DONE. 

WE  MUST  FIND  OUT  WHY  GSA' S  CONSTRUCTION  ESTIMATES  ARE  SO  PIE 
IN  THE  SKY. 

INSTEAD  OF  TIGHTENING  ITS  BELT  IN  THESE  TOUGH  ECONOMIC 
TIMES,  GSA  HAS  SHOWN  A  CONTINUED  DESIRE  TO  PROPOSE  MANY  GOLD- 
PLATED  PROJECTS. 

GSA  OVER-INFLATES  EVERYTHING  FROM  THE  SQUARE  FOOTAGE 
NECESSARY  FOR  INDIVIDUAL  PARKING  SPACES  TO  THE  LOAD  LIMITS 
NECESSARY  FOR  OFFICE  BUILDING  FLOORS. 

GSA  PROPOSED  SPENDING  $220  A  SQUARE  FOOT  FOR  COURTHOUSE 
SPACE  THIS  YEAR.   YET  ACCORDING  TO  R.S.  MEANS,  A  COMPANY  WHICH 
PUBLISHES  CONSTRUCTION  COST  ESTIMATES  FOR  THE  PRIVATE  SECTOR,  IT 
COSTS  $90  PER  SQUARE  FOOT  TO  BUILD  A  COURTHOUSE. 

GSA  OFFICIALS  DEFEND  PROJECT  COSTS  BY  ARGUING  THAT  THE 
PROJECTS  MEET  SPECIFIC  AGENCY  POLICIES  AND  STANDARDS.   THEY  ALSO 
ARGUE  THAT  THEY  ARE  RESPONDING  TO  THE  NEEDS  AND  DEMANDS  OF  OTHER 
FEDERAL  AGENCIES. 

THAT  MAY  WELL  BE  TRUE,  BUT  THEN  THERE  IS  SOMETHING  WRONG 
WITH  THE  ENTIRE  SYSTEM  BECAUSE  IT  IS  COSTING  TAXPAYERS  SO  MUCH  IN 
THE  END. 

AS  I  SAID  EARLIER,  THE  ADMINISTRATOR  HAS  PLEDGED  TO  EXAMINE 
GSA'S  PENDING  LEASES  AND  CONSTRUCTION  PROJECTS.   THAT'S  GOOD 
BECAUSE  THEY  NEED  TO  BE  SCRUTINIZED  FOR  EXCESSIVE  COSTS. 

BUT  WE  CAN'T  JUST  LET  GSA  HANDLE  IT  INTERNALLY. 

THEY  ARE  NOT  SOLELY  RESPONSIBLE  FOR  THE  MESS,  AND  THEY  ALONE 
CANNOT  FIX  IT. 

CONGRESS  AND  THE  ADMINISTRATION  NEED  TO  WORK  ON  THIS.   I 
APPLAUD  SENATOR  COHEN  FOR  HIS  AMENDMENT,  ATTACHED  TO  THE 
RESOLUTION  TRUST  REFUNDING  BILL,  WHICH  DIRECTS  OMB  TO  LOOK  INTO 
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THIS  AREA. 

OMB' S  RIGID  BUDGET  SCOREKEEPING  RULES  DISCOURAGE  GSA  FROM 
PURCHASING  EXISTING  PROPERTIES  EVEN  WHEN  SUCH  PROPERTIES  ARE 
DOWNRIGHT  BARGAINS.   BY  REQUIRING  BUDGET  AUTHORITY  FOR  CAPITAL 
LEASES  AND  LEASE  PURCHASE  ARRANGEMENTS  TO  BE  SCORED  UPFRONT,  OMB 
STOPS  GSA  DEAD  IN  ITS  TRACKS  WHEN  GOOD  DEALS  COME  UP. 
IT'S  CLEAR  THAT  GSA  NEEDS  MORE  FLEXIBILITY  IN  THIS  AREA. 

AND  LET  US  NOT  FORGET  THE  FEDERAL  AGENCIES  AND  THE  COURTS 
THEMSELVES.   THEY  CONTINUALLY  OVERSTATE  THEIR  OWN  SPACE  NEEDS  AND 
PUSH  GSA  FOR  MORE  AND  MORE  AND  MORE.   SPACE  PROJECTIONS  MUST  BE 
MORE  REALISTIC. 

CONGRESS  ALSO  NEEDS  TO  STEP  UP  TO  THE  PLATE  AND  ACCEPT  SOME 
RESPONSIBILITY.   MEMBERS  OF  CONGRESS  HAVE  A  VORACIOUS  APPETITE 
FOR  PUSHING  GSA  TO  BUILD  BUILDINGS  TO  MAKE  THE  FOLKS  BACK  HOME 
HAPPY.   WE'VE  GOT  TO  BE  ABLE  TO  SAY  NO. 

CONGRESS  SIMPLY  MUST  IMPROVE  ITS  OVERSIGHT  OF  GSA' S 
ACTIVITIES  AND  BETTER  COORDINATE  THE  APPROPRIATIONS/ 
AUTHORIZATIONS  PROCESS. 

IN  THE  NEXT  FEW  MONTHS,  I  PLAN  TO  WORK  ON  LEGISLATION  TO 
BEGIN  TO  FIX  THE  WAY  THE  FEDERAL  GOVERNMENT  BUILDS  AND  LEASES 
OFFICE  SPACE  FOR  FEDERAL  WORKERS.   IT  IS  MY  HOPE  THAT  MEMBERS  OF 
THIS  SUBCOMMITTEE  WHO  ARE  ALSO  INTERESTED  IN  REFORMING  GSA  WILL 
JOIN  FORCES  WITH  ME  IN  THIS  IMPORTANT  ENDEAVOR. 
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FEDERAL  REAL  PROPERTY: 
KEY  ACQUISITION  AND  MANAGEMENT  OBSTACLES 

SUMMARY  OF  STATEMENT  OF 

J.  WILLIAM  GADSBY 

DIRECTOR,  GOVERNMENT  BUSINESS 

OPERATIONS  ISSUES 

With  an  enormous  real  estate  portfolio  of  almost  450,000 
buildings,  3  billion  square  feet  of  space,  and  650  million  acres 
of  land  worth  hundreds  of  billions  of  dollars,  the  United  States 
Government  is  one  of  the  world's  largest  property  owners.   The 
government  leases  another  200  million  square  feet  of  building 
space  and  900,000  acres  of  land.   This  real  estate  is  under  the 
custody  and  control  of  at  least  30  federal  agencies  and  overseen 
by  numerous  congressional  committees  and  subcommittees. 

Public  buildings  and  land  are  an  integral  part  of  carrying  out 
federal  operations.   They  should  be  viewed  and  used  as  capital 
resource  tools  to  support  agencies'  goals  and  missions.   They 
should  be  strategically  acquired,  managed,  and  disposed  of  so 
that  taxpayers'  return  on  investment  is  maximized.   This  is 
especially  challenging  in  today's  environment.   About  half  of  the 
government's  office  buildings  are  over  40  years  old  and  were 
designed  and  located  to  meet  the  needs  of  an  earlier  era. 

GAO's  extensive  body  of  work  in  the. real  property  management  area 
has  identified  five  key  obstacles  that  inhibit  the  government's 
ability  to  acquire  and  manage  real  property  mission  assets  in  a 
more  cost-effective,  businesslike  manner.   These  obstacles  are 
(1)  GSA's  monopoly  in  providing  office  space  and  its 
preoccupation  with  day-to-day  real  property  operations,  (2)  a 
lack  of  strategic  focus  and  needed  information  for  capital 
spending  decisions,  (3)  poor  asset  management  practices,  (4) 
Federal  Buildings  Fund  shortfalls,  and  (5)  budget  scorekeeping 
rules  that  are  biased  in  favor  of  operating  leases  over  real 
property  ownership. 

Reforms  have  been  proposed  or  are  being  studied  by  GAO  and  others 
to  remove  these  obstacles.   GAO  senses  that  the  new  leadership 
team  at  GSA  is  open  to  fresh  thinking  about  these  issues  and  that 
there  is  also  a  broader  interest  in  Congress  concerning  public 
building  issues.   GAO  is  encouraged  that  this  new  leadership  and 
interest  could  produce  a  fundamental  reassessment  of  public 
buildings  policy. 
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Mr.  Chairman  and  Members  of  the  Subcommittee: 

We  welcome  this  opportunity  to  appear  today  in  connection  with 
your  oversight  of  federal  real  property  management.   My  testimony 
focuses  on  five  key  obstacles  that  inhibit  the  federal 
government's  ability  to  strategically  acquire  and  manage  real 
property  that  is  used  to  carry  out  agency  missions  in  a  cost- 
effective,  businesslike  manner.   These  obstacles  are  (1)  the 
General  Services  Administration's  (GSA)  monopoly  in  providing 
office  space  and  its  preoccupation  with  day-to-day  real  property 
operations,  (2)  lack  of  a  strategic  focus  and  information  for 
capital  spending  decisions,  (3)  poor  asset  management  practices, 
(4)  Federal  Buildings  Fund  (FBF)  shortfalls,  and  (5)  budget 
scorekeeping  rules  that  are  biased  in  favor  of  operating  leases 
over  real  property  ownership. 

As  the  attachment  to  my  statement  shows,  we  have  addressed  these 
issues  in  a  series  of  reports  and  testimonies  over  the  past  4 
years.   We  also  have  work  under  way  on  several  federal  real 
property  issues.   My  testimony  today  is  based  on  this  body  of 
completed  and  ongoing  work.   However,  before  I  get  to  the 
obstacles,  I  would  like  to  provide  some  perspective  on  the 
government's  extensive  real  property  holdings  and  management. 
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FEDERAL  REAL  PROPERTY 


HOLDINGS  AND  MANAGEMENT 


The  U.  S.  Government  is  one  of  the  world's  largest  real  property 
owners.   Its  portfolio  includes  almost  450,000  buildings  with  a 
gross  floor  area  of  2.8  billion  sguare  feet  and  650  million  acres 
of  land  that  are  worth  hundreds  of  billions  of  dollars.   The 
federal  government  leases  another  234  million  square  feet  of 
building  space  and  938,000  acres  of  land.   In  addition,  it  holds 
at  least  $14  billion  of  real  estate  acquired  from  failed 
financial  institutions,  loan  foreclosures  and  defaults,  and  law 
enforcement  seizures. 

This  real  property  is  under  the  custody  and  control  of  at  least 
30  federal  agencies  and  overseen  by  numerous  congressional 
committees  and  subcommittees,  each  with  its  own  interests  and 
expectations.   Most  of  the  government's  real  property  holdings 
are  national  parks,  forests,  other  public  lands,  and  military 
facilities.   The  real  estate  acquired  from  failed  banks  and 
thrifts,  and  law  enforcement  activities  is  held  pending 
liquidation  by  the  government.   But  thousands  of  buildings  and 
associated  acres  of  land  are  owned  or  leased  to  support  federal 
agencies'  missions. 

The  largest  civilian  real  property  agencies  are  GSA;  the  Postal 
Service;  the  departments  of  Veterans  Affairs,  Energy,  and  the 
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Interior;  and  the  National  Aeronautics  and  Space  Administration. 
GSA  is  the  government's  principal  real  estate  agent  and  provides 
office  space  and  other  real  property  services  to  most  federal 
agencies.   In  fiscal  year  1993,  GSA  expects  to  spend  over  $7 
billion  on  governmentwide  public  buildings  activities. 

Public  buildings  and  land  are  an  integral  part  of  carrying  out 
federal  operations.   As  such,  they  should  be  viewed  and  used  as 
capital  resource  tools  to  support  federal  agencies'  goals, 
policies,  and  missions.   In  that  context,  they  should  be 
strategically  acquired,  managed,  and  disposed  of  so  that  the 
taxpayers'  return  on  the  investment  in  them  is  maximized. 

Management  of  federal  real  property  is  especially  challenging  in 
today's  environment.   About  half  of  the  government's  office 
buildings  are  over  40  years  old  and  were  designed  and  located  to 
meet  the  needs  of  an  earlier  era.   In  addition,  rapidly  changing 
information  management  and  telecommunications  capabilities  will 
continue  to  influence  changes  in  building  design  needs  and 
workplace  location  practices.   For  example,  there  will  be  a 
diminished  need  for  operations  to  be  consolidated  or  located  in 
high-cost  central  business  districts  or  even  in  metropolitan 
areas.   Also,  the  need  for  office  space  will  decrease  as  the 
government  downsizes  and  if  more  employees  work  at  home  using 
personal  computers,  modems,  and  FAX  machines. 
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OBSTACLES  TO  MORE  COST  EFFECTIVE,  BUSINESSLIKE 
FEDERAL  REAL  PROPERTY  ACQUISITION  AND  MANAGEMENT 

As  I  said  at  the  outset,  our  work  has  identified  five  key 
obstacles  that  inhibit  the  government's  ability  to  acquire  and 
manage  real  property  for  the  government's  use  in  a  more  cost- 
effective,  businesslike  manner.   I  will  briefly  describe  these 
obstacles  and  discuss  some  of  the  proposed  reforms. 

GSA's  Monopoly  and  Preoccupation  With  Operations 

Since  its  establishment  in  1949,  GSA  has  been  torn  between  (1)  an 
internal  dynamic  that  emphasizes  a  centralized  approach  to  the 
direct  provision  and  operation  of  office  space  and  other  support 
services  to  federal  client  agencies  and  (2)  a  largely  external 
expectation  that  its  primary  role  should  be  to  provide  overall 
leadership  and  direction  in  this  area.   The  attributes  of  this 
leadership  role--generally  supported  by  the  agencies  themselves, 
the  Office  of  Management  and  Budget  (OMB),  and  us--relate  to 
providing  a  long-term  property  management  strategy,  common 
policies  and  knowledgeable  guidance  in  implementing  it, 
coordination  to  prevent  waste  and  mismanagement  among  agencies, 
and  comprehensive  reporting  and  oversight  for  accountability 
purposes.   We  and  others  believe  that  GSA  should  continue  to 
operate  activities  only  where  it  makes  sense  and  is  cost 
effective  to  have  a  central  management  agency  involved. 
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When  GSA  was  created  in  1949,  highly  centralized,  monopolistic 
institutions  were  viewed  as  necessary  to  obtain  economies  of 
scale.   Today,  GSA  still  has  a  virtual  monopoly  over  office  space 
and  certain  other  mission  support  services  in  that  federal 
agencies,  with  some  exceptions,  must  obtain  them  from  GSA.   But 
this  monopoly  and  focus  on  its  day-to-day  service  providttr  role 
have  caused  GSA  to  neglect  its  more  strategic  central  management 
agency  responsibilities. 

Bills  introduced  in  the  last  as  well  as  this  Congress  would 
require  that  GSA's  operations  be  periodically  reauthorized. 
While  the  primary  purpose  of  reauthorization  would  be  to  improve 
legislative  oversight,  it  would  also  provide  a  forum  to  establish 
specific  goals  and  objectives  for  GSA  related  to  its  central 
management  role  and  hold  it  accountable  for  achieving  them.   We 
support  the  concept  of  periodic  reauthorization  for  these 
purposes. 

Bolder  steps  would  be  to  separate  GSA's  governmentwide  real 
estate  policy  and  oversight  functions  from  its  operations 
functions  and  suspend  its  monopoly  to  give  federal  agencies  the 
option  of  choosing  to  obtain  office  space  and  related  services 
from  GSA  or  directly  from  the  private  sector.   Such  steps  have 
been  taken  in  other  countries  and  could  help  make  federal  real 
property  activities  more  competitive  and  responsive  to  agencies 
viewed  as  customers  rather  than  clients. 
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Lack  of  Strategic  Focus 

Information  describing  the  most  important  federal  office  space 
needs  and  how  they  could  be  met  cost  effectively  is  essential  to 
managing  federal  real  property  in  a  more  businesslike  manner.   At 
present,  GSA  building  capital  and  operating  projects  expected  to 
cost  more  than  $1.65  million  require  congressional  approval.   To 
obtain  this  approval,  GSA  develops  and  submits  to  OMB  and  the 
House  and  Senate  Public  Works  Committees  detailed  individual 
project  descriptions  with  associated  cost  estimates  called 
prospectuses.   Although  GSA  is  attempting  to  make  its  capital 
spending  proposals  more  credible  and  convincing,  its  individual 
project-by-project  prospectuses  and  budget  submissions  do  not 
adequately  put  proposed  projects  in  an  overall  strategic  context 
or  rank  their  relative  cost  effectiveness. 

This  lack  of  strategic  focus  discourages  strategic  thinking  and 
planning  and  can  adversely  affect  federal  agencies'  operations, 
encourage  OMB  and  Congress  to  substitute  alternative  projects, 
and  result  in  unsound  capital  spending  decisions.   In  addition, 
it  normally  takes  3  to  5  years  between  prospectus  initiation  and 
congressional  approval.   During  this  period,  costs  can  escalate, 
and  agencies '  space  requirements  as  well  as  the  commercial  real 
estate  and  financial  markets  can  change  dramatically.   RTC,  FDIC, 
and  the  private  sector  have  properties  available  that  could 
satisfy  federal  office  space  needs  at  less  than  the  costs  of  new 
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construction.   But  GSA  cannot  take  advantage  of  these  options 
because  it  lacks  purchase  authority. 

During  the  last  Congress,  S.  2068  would  have  required  that  GSA 
biennially  provide  Congress  information  on  total  building  capital 
investment  needs  and  proposed  building  leases  and  disposals, 
including  the  relative  benefits  and  costs  of  each  proposed 
project.   Such  a  mandate,  which  we  have  endorsed  and  continue  to 
believe  is  worthwhile,  could  guide  capital  investment  in  public 
buildings,  bolster  congressional  oversight  and  decisionmaking, 
and  help  ensure  that  scarce  FBF  dollars  are  spent  more  wisely. 
With  such  information,  the  existing  prospectus  approval  threshold 
of  $1.65  million  could  be  raised  or  possibly  even  eliminated. 

Also,  consideration  could  be  given  to  providing  GSA  some 
discretionary  building  purchase  authority—particularly  while 
market  conditions  favor  purchase  over  new  construction—provided 
it  can  demonstrate  that  such  purchases  are  a  good  deal  for  the 
taxpayer. 

Poor  Asset  Management  Practices 

Management  of  the  government's  enormous  real  estate  portfolio 
provides  little  assurance  that  federal  buildings  and  associated 
land  are  managed,  maintained,  used,  and  disposed  of  in  the  most 
cost-effective  manner.   Two  basic  issues  will  help  illustrate 
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this  problem:   (1)  limited  governmentwide  coordination  and 
oversight  of  existing  federal  real  property  assets  and  (2)  an 
inadequate  asset  disposition  strategy  and  methodology. 

Despite  the  number  of  federal  agencies  with  real  property 
responsibilities,  there  is  no  single  agency  to  provide 
governmentwide  strategic  leadership,  oversee  agencies'  real 
estate  holdings  and  needs,  or  promote  a  life-cycle  approach  to 
asset  management.   Also  lacking  is  an  effective  network  for 
agencies  to  share  ideas,  discuss  common  problems,  and  identify 
and  explore  governmentwide  solutions.   GSA  established  a  new 
Federal  Property  Asset  Management  Service  (FPAMS)  in  November 
1992  to  take  a  more  proactive  governmentwide  policy  and  oversight 
role  in  real  property  management.   But  in  January  1993,  this 
promising  new  Service  was  abolished  and  has  not  been 
reestablished. 

Another  long-standing  problem  is  the  inability  to  identify  and 
dispose  of  real  property  assets  that  are  no  longer  needed  or  cost 
effective  to  retain.   Our  work  has  indicated  that  the  government 
may  be  incurring  opportunity  costs  needlessly,  since  some  of  its 
buildings  and  land  could  be  put  to  more  cost-beneficial  uses, 
exchanged  for  other  needed  property,  or  sold.   Two  factors 
contribute  to  this  situation.   The  most  important  is  the  lack  of 
financial  incentives  for  agencies  to  dispose  of  property. 
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Relatively  little  excess  federal  real  property  has  been  reported 
to  GSA,  and  most  agencies  have  a  disincentive  to  do  so  because 
they  generally  get  nothing  for  it.   By  law,  proceeds  from  GSA 
sales  of  agencies'  excess  property  usually  must  be  deposited  into 
the  Land  and  Water  Conservation  Fund.   In  addition,  GSA  and  most 
other  federal  agencies  do  not  know  the  market  value  of  their 
property  and  pay  no  penalty  for  using  it  inefficiently. 

GSA  also  lacks  e.  practical  ability  to  remove  office  buildings 
from  its  own  portfolio,  especially  ones  with  historical 
significance,  that  have  exceeded  their  useful  life  or  are  no 
longer  needed  or  cost  effective  to  operate  or  renovate.   As 
indicated  earlier,  more  than  half  of  GSA's  office  buildings  are 
over  40  years  old,  some  require  extensive  repairs  and/or 
renovations,  and  several  are  on  the  national  register  of  historic 
places.   In  some  cases,  these  old  and/or  historic  office 
buildings  may  have  a  negative  return  on  investment  as  office 
buildings  and  could  be  better  used  for  other  purposes.   For 
example,  truly  historic  buildings  could  be  retained  as  museums. 

A  contributing  factor  to  the  inability  to  dispose  of  assets  is 
that  GSA's  asset  reutilization  and  disposal  activities  are 
separate  from  its  asset  acquisition  and  management  activities. 
Reutilizations  and  sales  of  real  estate  are  an  integral  part  of 
overall  asset  life-cycle  management.   But  GSA's  Federal  Property 
Resources  Service  is  responsible  for  governmentwide  real  estate 
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disposals,  while  its  Public  Buildings  Service  handles  acquisition 
and  management  of  GSA-controlled  buildings.   This  separation  also 
inhibits  effective  communication,  coordination,  and  teamwork. 
Again,  FPAMS  could  contribute  to  solving  this  structural  problem. 

The  government's  overall  management  and  oversight  of  federal  real 
property  could  be  improved  by  (1)  increasing  the  use  and 
application  of  generally  accepted  private  sector  asset  management 
concepts,  such  as  long-range  planning,  economic  analyses,  and 
utilization  assessments  in  making  building  retention  decisions; 
(2)  devising  a  governmentwide  strategy,  approach,  and  any  needed 
incentives  and  penalties  for  reducing  federal  space  requirements 
and  associated  costs  and  identifying  unneeded  or  underutilized 
space;  (3)  separately  identifying  expenditures  and  associated 
opportunity  costs  for  historic  building  preservation  projects  so 
that  decisionmakers  know  the  economic  implications,  and  (4) 
reestablishing  FPAMS. 

Federal  Buildings  Fund  Shortfalls 

The  FBF  has  not  generated  enough  revenue  to  finance  identified 
capital  investment  needs  in  new  and/or  existing  buildings. 
Congress  added  a  total  of  $3.5  billion  to  the  fund  in  1990  and 
1991  to  allow  GSA  to  construct  several  new  federal  buildings. 
But  as  of  May  1992,  the  fund  still  was  expected  to  fall  $7 
billion  short  of  meeting  GSA's  projected  capital  investment  needs 
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over  the  10-year  period  ending  in  2002.   Our  work  has  identified 
three  principal  reasons  for  this  shortfall—rent  restrictions  OMB 
and  Congress  have  imposed  over  the  years,  conceptual  flaws  in  the 
fund's  design,  and  the  cost  of  increased  reliance  on  leased 
space. 

While  roost  rent  restrictions  have  now  been  eliminated,  periodic 
restrictions  since  1975  reduced  available  fund  revenue  by  about 
$5  billion  (in  1993  dollars).   This  is  money  that,  subject  to 
obligation  limitations  carried  in  annual  appropriation  acts, 
could  have  been  used  to  finance  capital  investment  in  the  federal 
buildings  infrastructure. 

Also,  the  cumulative  shortfall  in  the  funds  available  for  capital 
investment  is  attributable  at  least  in  part  to  conceptual  flaws 
in  the  fund's  design.   FBF  rent  payments,  which  replaced  direct 
congressional  appropriations  to  GSA  in  1975,  were  expected  to 
provide  a  financial  incentive  for  agencies  to  reduce  their  space 
costs  and  a  steadier,  more  predictable  source  of  funds  for  GSA. 
But,  the  FBF  concept  of  requiring  agencies  to  budget  and  pay  for 
the  space  they  occupy  has  not  provided  the  expected  financial 
incentive  or  the  necessary  discipline  to  reduce  space  costs. 
Agencies  and  their  congressional  appropriations  subcommittees 
essentially  treat  rent  payments  to  GSA  as  a  "pass-through."   In 
addition,  FBF  revenues,  which  are  based  on  local  prevailing 
commercial  rental  rates,  are  not  directly  related  to  the 
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projected  costs  of  long-term  federal  asset  replacement.   Also, 
the  operating  costs  and  capital  needs  of  federal  buildings, 
especially  courthouses,  typically  are  greater  than  those  of 
commercial  office  buildings. 

Finally,  the  increasing  reliance  on  leased  space  is  resulting  in 
less  money  available  for  capital  investment.   Over  the  next  10 
years,  GSA's  spending  for  leased  space  is  projected  to  increase, 
while  spending  for  new  building  construction  or  purchases  is 
expected  to  remain  relatively  constant.   GSA  currently  pays  about 
$2  billion  annually  for  leased  space.   As  of  May  1992,  GSA 
projected  that  its  lease  costs  would  rise  to  $3  billion  by  2002. 
Between  1993  and  2002,  GSA  expected  to  use  about  45  percent  of 
projected  FBF  revenues  to  pay  for  leased  space  and  another  28 
percent  for  various  other  building  operating  expenses.   This 
would  leave  about  27  percent  for  capital  investment. 

S.  714,  which  the  Senate  recently  passed,  would  require,  among 
other  things,  an  OMB  study  of  alternatives  to  current  FBF 
financing.   The  existing  FBF  financing  mechanism  clearly  needs  to 
be  studied  because  GSA's  projections  show  that  supplemental 
borrowing  and/or  direct  appropriations  will  continue  to  be 
periodically  required  to  compensate  for  FBF  rent  revenue 
shortfalls.   Alternatives  could  include  (1)  redesigning  the 
existing  FBF  system  to  generate  enough  revenue  to  finance 
projected  building  capital  and  operating  costs  and  (2)  using  the 
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proceeds  from  dispositions  of  federal  real  estate  as  an 
additional  source  of  revenue  for  new  capital  investment. 

Further  Study  of  Budget 
Scorekeepinq  is  Needed 

Our  work  has  shown  that  GSA  could  save  billions  of  dollars  by 
increasing  the  amount  of  federally  owned  space  and  reducing 
leased  space.   Current  budget  scorekeeping  rules  serve  as 
disincentives  for  increasing  ownership  because  they  are  biased  in 
favor  of  operating  leases  and  drive  decisionmakers  toward  the 
continued  use  of  costly  leases.   These  rules  require  that  the 
total  budget  authority  for  building  construction,  purchase,  or 
lease  purchases  be  recognized  up-front  in  the  year  the  project  is 
proposed.   In  contrast,  the  rules  for  ordinary  operating  leases 
only  require  that  the  current  year's  lease  costs  be  recognized. 

These  rules  place  ownership  and  lease-purchase  alternatives  at  a 
disadvantage  when  compared  to  an  operating  lease  during  budget 
deliberations  making  the  operating  lease  option  appear  to  be  less 
costly.   In  practice,  however,  some  leases  could  be  more  costly 
over  the  long  run  because  GSA  typically  (1)  enters  into  multiyear 
leases  that  are  used  to  house  permanent  activities  of  government, 
(2)  makes  annual  payments  over  the  entire  lease  period,  and  (3) 
either  renews  the  lease  or  signs  a  new  one. 
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To  resolve  this  dilemma,  the  budget  scorekeeping  rules  need  to  be 
studied  to  determine  what  changes  are  needed  to  put  operating 
leases  and  ownership  on  a  "level  playing  field."   This  change 
would  allow  decisionmakers  to  choose  the  lease  option  only  when 
it  makes  sense  and  is  the  most  cost-effective  housing  option 
available. 


Before  closing,  Mr.  Chairman,  I  would  like  to  note  that  a  new 
leadership  team  has  just  begun  to  take  charge  at  GSA.   We  sense 
already  that  GSA  is  open  to  fresh  thinking  about  its  mission  and 
operational  style,  as  evidenced  by  the  thoughtful  attention  that 
has  been  given  to  our  transition  report  and  the  extensive  body  of 
work  set  forth  in  the  attachment  to  my  statement.   We  also  sense 
a  broader  interest  in  Congress  in  public  building  strategic 
issues,  as  exemplified  by  this  hearing.   We  are  encouraged  that 
this  new  leadership  and  interest  could  well  result  in  a 
fundamental  reassessment  of  public  buildings  policy  that  could 
remove  obstacles  to  strategic  real  estate  management  that  my 
statement  and  our  previous  work  have  discussed. 

This  concludes  my  prepared  statement,  Mr.  Chairman.   We  would  be 
pleased  to  respond  to  any  questions. 
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ATTACHMENT  ATTACHMENT 

RELATED  GAP  PRODUCTS 

Budget  Policy:   Federal  Capital  Budgeting  (GAO/T-AFMD-93-7,  May 
26,  1993). 

Federal  Buildings  Fund  Limitations  (GAO/GGD-93-34R,  Apr.  5, 
1993). 

Transition  Series:   General  Services  Issues  (GAO/OCG-93-28TR, 
Dec.  1992). 

General  Services  Administration:   Actions  Needed  to  Improve 
Protection  Against  Fraud,  Waste,  and  Mismanagement  (GAO/GGD-92- 
98,  Sept.  30,  1992). 

Federal  Office  Space:  Obstacles  to  Purchasing  Commercial 
Properties  From  RTC,  FDIC,  and  Others  (GAO/GGD-92-60,  Mar.  31, 
1992). 

Real  Property  Management  Issues  Facing  GSA  and  Congress  (GAO/T- 
GGD-92-4,  Oct.  30,  1991). 

GSA:   A  Central  Management  Agency  Needing  Comprehensive 
Congressional  Oversight  (GAO/T-GGD-92-3,  Oct.  29,  1991). 

Long-Term  Neglect  of  Federal  Building  Needs  (GAO/T-GGD-91-64, 
Aug.  1,  1991). 

Federal  Buildings:   Actions  Needed  to  Prevent  Further 
Deterioration  and  Obsolescence  (GAO/GGD-91-57 ,  May  13,  1991). 

Facilities  Location  Policy:   GSA  Should  Propose  a  More  Consistent 
and  Businesslike  Approach  (GAO/GGD-90-109,  Sept.  28,  1990). 

The  Disinvestment  in  Federal  Office  Space  (GAO/T-GGD-90-24 ,  Mar. 
20,  1990). 

Federal  Office  Space:   Increased  Ownership  Would  Result  in 
Significant  Savings  (GAO/GGD-90-11,  Dec.  22,  1989). 

Building  Purchases:   GSA's  Program  Is  Successful  but  Better 
Policies  and  Procedures  Are  Needed  (GAO/GGD-90-5,  Oct.  31,  1989). 

Public  Buildings:   Own  or  Lease?  (GAO/T-GGD-89-42,  Sept.  26, 
1989). 

(240130) 
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Dear  Mr.  Chairman: 

Thank  you  for  the  opportunity  to  testify  today  on  how  to 
improve  the  cost-effectiveness  of  the  government's  management  of 
its  real  property  assets. 

The  Department  of  Defense  has  developed,  over  the  years, 
successful  working  relationships  with  other  Federal  agencies  and 
has  made  excess  DoD  real  property  available  to  them,  in  a  timely 
fashion,  to  satisfy  their  mission  requirements.   This  has 
continued  to  be  the  case  with  the  disposition  of  the  real 
property  that  has  become  available  as  a  result  of  the  base 
closures  announced  thusfar.   Examples  of  this  are:   The  Federal 
Bureau  of  Prisons  negotiating  with  the  Army  for  a  prison  site  at 
Fort  Devens,  MA;  the  conveyance  of  5  acres  of  land  at  Naval 
Station,  NY  (Brooklyn)  to  the  Bureau  of  Prisons;  and  the  transfer 
of  1,000  acres  of  Air  Force  property  at  Pease  AFB,  NH  to  the 
Department  of  Interior  for  wildlife  preservation.    I  have 
attached  a  more  comprehensive  list  of  completed  and  planned 
conveyances  at  the  end  of  my  statement. 

The  Congress  has  delegated  to  the  Secretary  of  Defense  the 
disposal  authority  under  the  Federal  Property  and  Administrative 
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Services  Act  of  1949,  for  base  closure  property.   We  have  been 
following  the  procedures  set  forth  in  the  Property  Act  and  in  the 
Federal  Property  Management  Regulations  with  regard  to  screening 
with  Federal  agencies  to  determine  if  they  have  any  requirements 
for  the  property.   This  process  works  well. 

As  you  may  be  aware,  on  July  2,  1993,  the  President 
announced  a  five-part  program  to  speed  the  economic  recovery  of 
communities  where  military  bases  are  slated  to  close.   The 
Administration  has  established  a  single  goal:  Rapid  development 
and  creation  of  new  jobs  in  base  closure  communities.   We  will 
give  top  priority  to  early  re-use  of  bases1  valuable  assets  to 
encourage  aggressive  reinvestment  in  communities  and  the  creation 
of  new  jobs. 

The  five  parts  of  the  President's  community  reinvestment 
program  are: 

o    Job-Centered  Property  Disposal.   That  means  putting 
local  economic  redevelopment  first.   The  Administration  will  seek 
the  authority  to  make  low  cost  and  no  cost  transfers  of  real 
property  for  economic  development  purposes,  when  community 
development  plans  meet  a  strict  test  for  economic  viability  and 
job  creation. 
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o    Fast-Track  Cleanup.   Cleanup  of  contamination  at 
closing  bases  will  be  conducted  using  a  common  sense  approach. 
There  will  be  a  team  of  DoD,  EPA  and  State  representatives  at 
each  base,  as  appropriate,  who  will  be  empowered  to  run  the 
cleanup  program.   Parcels  with  no  contamination,  or  with 
contamination  below  required  cleanup  levels  will  be  identified 
quickly  and  made  available  for  transfer. 

o    Transition  Coordinator.   Transition  coordinators  have 
been  designated  for  major  bases  scheduled  for  closure.   They  will 
be  the  primary  points  of  contact  for  cutting  red  tape  in 
transition  and  economic  reinvestment  matters.   This  will  speed 
resolution  of  such  issues  as  real  and  personal  property  disposal, 
interim  leases  and  environmental  reviews  and  cleanup. 

o    Easy  Access  to  Transition  and  Redevelopment  Help.   The 
Administration  will  revitalize  these  assistance  programs  by 
improving  opportunities  for  reinvestment  and  streamlining 
requirements  for  obtaining  Federal  help.   Federal  assistance  from 
various  agencies  will  be  targeted  to  communities  so  that  they  may 
obtain  assistance  for  which  they  are  eligible,  without  red  tape. 

o    Larger  Economic  Development  Planning  Grants. 
Organizational  and  planning  grants  will  be  available  to  each  area 
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seriously  affected  by  a  base  closure  or  major  realignment.   These 
grants  will  help  communities  to  quickly  establish  appropriate 
local  and  intergovernmental  organizations,  and  help  support  their 
efforts  to  plan,  coordinate  and  implement  adjustment  strategies. 

As  part  of  this  program,  we  plan  to  speed  up  the  screening 
process  by  conducting  concurrent  screening  and  by  limiting  to  30 
days  the  period  which  Federal  agencies  can  express  initial 
interest  in  base  property.   If  a  Federal  agency  determines  after 
the  30  day  period  that  it  has  an  interest  in  obtaining  base 
property,  we  would  ask  that  it  work  directly  with  the  local  reuse 
committee  to  ensure  that  the  agency's  proposed  use  fits  in  with 
the  locally  developed  reuse  plan. 

To  help  communities,  we  also  need  to  ensure  that  conveyances 
are  accelerated  to  get  the  property  in  local  community  hands  as 
soon  as  possible.   That  will  give  these  communities  the  best 
chance  to  recover  economically. 

I  would  like  to  now  address  the  specific  issues  you 
mentioned  in  your  letter. 

1.    DoD  downsizing  and  base  closures  will  have  a  definite 
impact  on  the  inventory  of  Federally  owned  real  property.   We 
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anticipate  conveying  a  large  percentage  of  the  property  at 
closing  bases  to  non-Federal  entities,  including  State  and  local 
governments  or  instrumentalities  thereof.   In  addition  there 
could  be  sales  or  auctions  of  property  to  developers  and  the 
public.   We  anticipate  that  approximately  one  and  one  half 
percent  of  the  land  controlled  by  DoD  containing  approximately  15 
percent  of  the  buildings  will  be  removed  from  the  Federal 
inventory.   The  amount  of  leased  property  may  not  change 
significantly  unless  agencies  move  out  of  leased  space  onto 
property  located  on  former  military  bases  acquired  by  the  agency. 

2.  Possibilities  do  exist  to  satisfy  Federal  agency 
property  requirements  as  a  result  of  base  closures.   However,  the 
agencies  must  act  quickly  and  their  use  of  the  property  must  be 
coordinated  with  the  local  reuse  committee  and  fit  in  with  the 
reuse  plan. 

3 .  The  only  obstacles  we  foresee  to  coordination  and 
transfer  of  real  property  between  DoD  and  other  Federal  agencies 
is  a  delay  in  the  decision  of  the  agency  to  request  the  property 
or  if  the  proposed  use  of  the  property  is  opposed  by  the  local 
reuse  committee.   However,  under  the  President's  plan,  Federal 
agencies  will  cooperate  and  work  closely  to  coordinate  transfer 
of  property  to  enhance  economic  development  and  job  creation. 

Mr.  Chairman,  That  concludes  my  statement.   I  would  be 
pleased  to  entertain  any  questions  you  or  the  Subcommittee  may 
have  at  this  time. 
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COMPREHENSIVE  LIST  OF  DoD  REAL  PROPERTY 
CONVEYED  OR  PLANNED  FOR  CONVEYANCE  TO  FEDERAL  AGENCIES 


ARMY 
Conveyances: 


2  parcels  (8,100  acres)  at  Fort  Meade,  MD  to  the 
Department  of  Interior  for  Wildlife  Refuge 

2  Family  Housing  sites  (8.5  acres,  32  units)  in 
Connecticut  sold  to  the  Coast  Guard 


Planned 
Conveyances : 


A  site  at  Fort  Devens,  MA,  to  the  Federal  Bureau 
of  Prisons 

A  site  at  Fort  Devens,  MA,  to  DO I  (Fish  and 
Wildlife) 


NAVY 
Conveyance : 

Planned 
Conveyances : 


Five  acres  and  buildings  at  Naval  Station,  NY 
(Brooklyn)  to  the  Federal  Bureau  of  Prisons 


1,500  acres  and  buildings  at  NAS  Moffett  Field,  CA 
to  NASA 

Ten  acres  and  buildings  in  Davisville,  RI,  to  the 
Food  and  Drug  Administration 


AIR  FORCE 
Conveyance : 


Planned  or 
Proposed 
Conveyances : 


Three  acres  and  one  building  to  the  US  Geological 
Survey  at  Chanute  AFB,  IL 


900  acres  at  George  AFB,  CA,  to  the  Bureau  of 
Prisons 

20  acres  and  one  building  at  Norton  AFB,  CA,  to 
the  U.S.  Forest  Service 

1,000  acres  at  Pease  AFB,  CA,  to  the  Department  of 
Interior 

One  building  at  Lowry  AFB,  CO,  to  the  Department 
of  Energy 

3,300  acres  and  buildings  at  MacDill  AFB,  FL  to 
the  Department  of  Commerce  (NOAA) 
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GOOD  MORNING  MR.  CHAIRMAN,  AND  MEMBERS  OF  THE  SUBCOMMITTEE. 
I  AM  DAVID  BIBB,  ASSISTANT  COMMISSIONER  FOR  PLANNING  FOR  THE 
GENERAL  SERVICES  ADMINISTRATION'S  PUBLIC  BUILDINGS  SERVICE.  THANK 
YOU  FOR  THE  OPPORTUNITY  TO  APPEAR  BEFORE  YOU  TODAY  TO  DISCUSS  THE 
PUBLIC  BUILDINGS  SERVICE'S  REAL  PROPERTY  PROGRAMS. 

MR.  CHAIRMAN,  THE  PUBLIC  BUILDINGS  SERVICE  IS  RESPONSIBLE 
FOR  PROVIDING  WORKSPACE  FOR  FEDERAL  AGENCIES  AND  THE  U.S.  COURTS. 
THIS  IS  CRUCIAL  TO  THE  GOVERNMENT'S  OPERATIONS,  AND  WE  TAKE  THIS 
RESPONSIBILITY  SERIOUSLY.   THE  PUBLIC  BUILDINGS  SERVICE  IS 
COMMITTED  TO  GIVING  QUALITY  SERVICES  AND  THE  BEST  VALUE  TO  OUR 
CLIENTS  AND  THE  TAXPAYERS.   OUR  GOAL  IS  TO  PROVIDE  QUALITY 
FACILITIES;  SAFE,  HEALTHFUL  WORK  ENVIRONMENTS;  AND  SOUND 
MANAGEMENT  OF  OUR  INVENTORY  OF  REAL  PROPERTY  ASSETS. 

THE  PUBLIC  BUILDINGS  SERVICE  PRIMARILY  SUPPLIES  GENERAL 
PURPOSE  SPACE,  BUT  OUR  INVENTORY  ALSO  INCLUDES  SPECIAL-USE 
FACILITIES,  SUCH  AS  COURTHOUSES,  BORDER  STATIONS,  LABORATORIES 
AND  DATA  PROCESSING  CENTERS.   OUR  INVENTORY  IS  OVER  260  MILLION 
SQUARE  FEET  OF  SPACE  AND  IS  53  PERCENT  GOVERNMENT-OWNED  AND 
47  PERCENT  LEASED. 

MORE  THAN  ONE  MILLION  FEDERAL  EMPLOYEES  FROM  ALL  THREE 
BRANCHES  OF  THE  GOVERNMENT  WORK  IN  OUR  FACILITIES.   WHILE  OUR 
SPACE  INVENTORY  AND  THE  POPULATION  HOUSED  HAVE  GROWN  OVER  THE 
YEARS,  I  WOULD  NOTE  THAT  THE  SPACE  IS  BEING  USED  EFFICIENTLY. 
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SINCE  1975,  THE  AVERAGE  OFFICE  SPACE  PER  EMPLOYEE  HAS  DROPPED 
FROM  178  SQUARE  FEET.  TO  146  SQUARE  FEET  PER  PERSON  —  AN 
18  PERCENT  REDUCTION. 

THE  ACQUISITION  AND  OPERATION  OF  OUR  SPACE  IS  FINANCED  BY 
THE  FEDERAL  BUILDINGS  FUND.   THE  FUND,  AND  THE  PUBLIC  BUILDINGS 
SERVICE'S  RENT  SYSTEM,  WERE  ESTABLISHED  BY  LAW  IN  1972.   PRIOR  TO 
THAT  TIME,  THE  PUBLIC  BUILDINGS  SERVICE'S  PROGRAMS  WERE  PRIMARILY 
FUNDED  THROUGH  DIRECT  APPROPRIATIONS. 

AGENCIES'  RENTAL  PAYMENTS,  ESTABLISHED  BY  COMMERCIAL 
APPRAISALS,  ARE  COLLECTED  BY  THE  PUBLIC  BUILDINGS  SERVICE  AND 
DEPOSITED  IN  THE  FEDERAL  BUILDINGS  FUND.    THE  PUBLIC  BUILDINGS 
SERVICE  THEN  BUDGETS  FOR  THE  COST  OF  LEASING,  OPERATING, 
REPAIRING  AND  ALTERING  THE  SPACE  INVENTORY  FROM  THOSE  RENTAL 
REVENUES.   ANY  REMAINING  REVENUES  ARE  AVAILABLE  FOR  OUR  CAPITAL 
PROGRAM.   THIS  PROGRAM  INCLUDES  MAJOR  BUILDING  MODERNIZATION 
PROJECTS  AND  REPAIRS  AND  ALTERATIONS  TO  OUR  EXISTING  BUILDINGS, 
AS  WELL  AS  CONSTRUCTION  AND  PURCHASE  OF  NEW  BUILDINGS.   FOR 
EXAMPLE,  IN  THE  PAST  5  YEARS,  WE  HAVE  UNDERTAKEN  THE 
MODERNIZATION,  REPAIR,  AND  ALTERATION  OF  MORE  THAN  18  MILLION 
SQUARE  FEET  OF  SPACE. 

THE  PUBLIC  BUILDINGS  SERVICE  RECEIVES  AUTHORITY  FOR  SUCH 
EXPENDITURES  FROM  THE  FEDERAL  BUILDINGS  FUND  IN  ITS  ANNUAL 
APPROPRIATION  ACT.   THESE  EXPENDITURES  ARE  EARMARKED  BY  THE 
INGRESS  THROUGH  THE  ACT. 
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WHEN  PERMITTED  TO  OPERATE  AS  INTENDED,  THE  FEDERAL 
BUILDINGS  FUND  PROVIDES  A  RELIABLE  SOURCE  OF  REVENUE  SUFFICIENT 
TO  FUND  DAY-TO-DAY  BUILDING  OPERATIONS,  OPERATING  LEASES,  AND 
MANAGEMENT  OF  EXISTING  ASSETS.   HOWEVER,  ITS  REVENUES  ARE 
SUFFICIENT  FOR  ONLY  A  MODEST  LEVEL  OF  NEW  CONSTRUCTION  AND 
BUILDING  PURCHASES.   ACCORDINGLY,  MOST  OF  THE  CAPITAL  RECENTLY 
AVAILABLE  IN  THE  FUND  HAS  BEEN  TARGETED  TOWARDS  SPECIAL-PURPOSE 
FACILITIES,  SUCH  AS  U.S.  COURTHOUSES. 

MR.  CHAIRMAN,  I  WOULD  LIKE  TO  TAKE  A  FEW  MINUTES  TO  DESCRIBE 
OUR  PLANNING  SYSTEM  FOR  YOU,  SINCE  THE  DECISIONS  MADE  DURING  THIS 
PROCESS  ARE  REFLECTED  IN  OUR  CAPITAL  BUDGET  REQUEST  WHICH  COMES 
BEFORE  THE  CONGRESS  FOR  APPROVAL  DURING  CONSIDERATION  OF  OUR 
ANNUAL  APPROPRIATION. 

THE  PUBLIC  BUILDINGS  SERVICE  HAS  A  WELL-ESTABLISHED  PLANNING 
PROCESS  WHICH  IS  DESIGNED  TO  IDENTIFY  AND  SATISFY  OUR  CLIENTS' 
SPACE  REQUIREMENTS  AT  THE  LEAST  COST  TO  THE  TAXPAYER.   BASED  ON 
THE  PROJECTED  HOUSING  NEEDS  OF  OUR  CLIENTS  AND  THE  CONDITION  OF 
OUR  BUILDINGS,  ANY  REQUIREMENTS  FOR  MODERNIZATION  OF  EXISTING 
BUILDINGS,  LONG-TERM  LEASES,  AND  NEW  BUILDINGS  ARE  IDENTIFIED.  IN 
SOME  INSTANCES,  IT  MAY  BE  MORE  COST  EFFECTIVE  TO  HOUSE  A  FEDERAL 
AGENCY  IN  LEASED  SPACE.   IN  OTHER  CASES,  THE  MOST  ECONOMICAL 
ALTERNATIVE  MAY  BE  TO  LOCATE  THE  AGENCY  IN  NEW  OR  RENOVATED 
GOVERNMENT-OWNED  SPACE.   THE  HOUSING  OPTIONS  ARE  EXTENSIVELY 
ANALYZED,  ON  A  CASE-BY-CASE  BASIS,  AT  BOTH  THE  REGIONAL  AND 
HEADQUARTERS  LEVEL. 
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EVERY  YEAR,  IN  THE  SPRING,  THE  PUBLIC  BUILDINGS  SERVICE'S 
PLANNING  AND  PROJECT  REVIEW  BOARD  IS  CONVENED  TO  STUDY  ALL  OF  THE 
CAPITAL  PROJECTS  PROPOSED  BY  OUR  REGIONAL  OFFICES  AND  TO 
DETERMINE  WHICH  OF  THEM  SHOULD  BE  INCLUDED  IN  OUR  BUDGET 
SUBMISSION  TO  THE  OFFICE  OF  MANAGEMENT  AND  BUDGET. 

FOLLOWING  THEIR  ANALYSIS,  ALL  THE  PROJECTS  WHICH  ARE 
RECOMMENDED  FOR  IMPLEMENTATION  ARE  THEN  PRIORITIZED  BY  THE 
PLANNING  AND  PROJECT  REVIEW  BOARD  BASED  ON  FACTORS  SUCH  AS 
IMMEDIACY  OF  CLIENT  NEED,  RETURN  ON  INVESTMENT,  AND  CONFORMANCE 
WITH  OUR  GOAL  OF  PROVIDING  SAFE,  HEALTHFUL  WORK  ENVIRONMENTS  FOR 
FEDERAL  EMPLOYEES.   LOWER  PRIORITY  PROJECTS  FOR  WHICH  FUNDING  IS 
NOT  AVAILABLE  MAY  BE  POSTPONED.   IN  SOME  CASES,  THE  IMMEDIACY  OF 
NEED  MAY  DICTATE  A  HOUSING  SOLUTION  THAT  IS  NOT  NECESSARILY 
OPTIMAL  FROM  A  COST  STANDPOINT. 

THE  RESULTS  OF  THESE  ANALYSES  ARE  REFLECTED  IN  THE  PUBLIC 
BUILDINGS  SERVICE'S  BUDGET  REQUEST;  PROJECTS  ARE  INCLUDED  IN  THE 
PRESIDENT'S  ANNUAL  BUDGET  SUBMISSION  TO  CONGRESS  ONLY  AFTER 
THOROUGH  REVIEW  BY  BOTH  THE  GENERAL  SERVICES  ADMINISTRATION  AND 
THE  OFFICE  OF  MANAGEMENT  AND  BUDGET. 

THE  PROPOSED  PROJECTS  ARE  THEN  CONSIDERED  BY  THE  PUBLIC 
WORKS  COMMITTEES  OF  THE  HOUSE  AND  THE  SENATE  AND  AUTHORIZED  BY 
COMMITTEE  RESOLUTION.   THEN,  CONGRESS  CONSIDERS  AND  APPROVES 
FUNDING  FOR  OUR  CAPITAL  PROJECTS  DURING  ITS  DELIBERATIONS  ON  THE 
GENERAL  SERVICES  ADMINISTRATION'S  ANNUAL  APPROPRIATION. 


90 


MR.  CHAIRMAN,  I  WOULD  LIKE  TO  RESPOND  BRIEFLY  TO  THE 
QUESTIONS  RAISED  IN  YOUR  LETTER  OF  INVITATION. 

1)    BUDGET  SCOREKEEPING  RULES;   THE  NEW  ADMINISTRATOR  OF 
GENERAL  SERVICES  HAS  BEEN  TOLD  THAT  SCORING  HAS  BIASED  SOME  REAL 
ESTATE  DECISIONS  IN  THE  PAST.   HE  PLANS  TO  BEGIN  ANALYZING 
PROPOSED  CAPITAL  PROJECTS  ON  A  DUAL  TRACK.   FIRST,  THEY  WILL  BE 
EVALUATED  IN  LIGHT  OF  CURRENT  SCORING  RULES.   IN  ADDITION, 
PROJECTS  WILL  BE  ANALYZED  TO  DETERMINE  IF  THERE  MIGHT  BE  AN 
ALTERNATIVE  HOUSING  SOLUTION.   THE  ADMINISTRATOR  PLANS  TO  ADVANCE 
THE  BEST  HOUSING  PROPOSALS  IN  THE  EXPECTATION  THAT  REASON  WILL 
PREVAIL,  AND  THE  MOST  COST-EFFECTIVE  SOLUTION  WILL  BE  APPROVED. 

2)    CURRENT  MARKET  CONDITIONS;   AS  NOTED  EARLIER,  THE 
PUBLIC  BUILDINGS  SERVICE  EXTENSIVELY  ANALYZES  ITS  CAPITAL  NEEDS; 
THIS  EVALUATION  IDENTIFIES  HOUSING  REQUIREMENTS  WHICH  CANNOT  BE 
MET  BY  THE  COMMERCIAL  MARKET.   THESE  REQUIREMENTS  ARE 
PREDOMINANTLY  SPECIAL  PURPOSE  FACILITIES,  SUCH  AS  COURTHOUSES  AND 
BORDER  STATIONS,  AND  THEY  ARE  GENERALLY  SATISFIED  THROUGH  CAPITAL 
INVESTMENT.   OTHER  GENERAL  SPACE  NEEDS  HAVE  USUALLY  BEEN 
SATISFIED  THROUGH  LEASING. 

3)    COORDINATION  OF  PROPERTIES  BETWEEN  AGENCIES;   CURRENT 
PROPERTY  NO  LONGER  REQUIRED  BY  A  FEDERAL  AGENCY  IS  REPORTED 
EXCESS  TO  THE  GENERAL  SERVICES  ADMINISTRATION  FOR  FURTHER  FEDERAL 
UTILIZATION  OR  FOR  DISPOSAL.  OTHER  FEDERAL  AGENCIES  ARE  FIRST 
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NOTIFIED  OF  THE  PROPERTY'S  AVAILABILITY  AND  GIVEN  THE  OPPORTUNITY 
TO  ACQUIRE  IT  FOR  THEIR  USE.   DEPARTMENT  OF  DEFENSE  (DOD)  BASE 
CLOSURE  PROPERTIES  ARE  ALSO  MADE  AVAILABLE  TO  FEDERAL  AGENCIES  BY 
DOD  CONSISTENT  WITH  THESE  PROCEDURES. 

IN  ADDITION,  THE  PUBLIC  BUILDINGS  SERVICE,  AS  PART  OF  ITS 
PLANNING  AND  SPACE  ACQUISITION  PROCESSES,  LOOKS  CLOSELY  AT  THE 
AVAILABILITY  OF  OTHER  FEDERAL  FACILITIES,  SUCH  AS  POSTAL  SERVICE 
SPACE,  WHICH  MAY  BE  AVAILABLE  TO  MEET  AGENCIES'  HOUSING  NEEDS. 
THE  GENERAL  SERVICES  ADMINISTRATION  IS  COMMITTED  TO  UNDERTAKING  A 
MORE  COMPREHENSIVE  ANALYSIS  OF  OUR  REAL  PROPERTY  ASSETS  AND 
REVIEWING  GOVERNMENTWIDE  ALTERNATIVES  FOR  FEDERAL  FACILITY 
MANAGEMENT. 

4)    INCREASED  FLEXIBILITY:   THE  PUBLIC  BUILDINGS  SERVICE 
AGREES  THAT  IN  SATISFYING  AGENCIES'  SPACE  REQUESTS,  THE 
REQUIREMENTS  SHOULD  NOT  BE  SO  RESTRICTIVE  THAT  THEY  PRECLUDE 
CONSIDERATION  OF  EXISTING  BUILDINGS.   HOWEVER,  THERE  HAVE  BEEN 
INSTANCES  WHEN  AGENCIES  HAVE  HAD  SPECIAL,  MISSION-RELATED 
REQUIREMENTS,  SUCH  AS  LARGE  FLOOR  PLATE  SPECIFICATIONS, 
SUBSTANTIAL  ON-SITE  PARKING,  OR  EXTRA-LARGE  LOADING  DOCKS  AND 
FREIGHT  ELEVATORS.   IN  SOME  CASES,  THESE  TYPES  OF  NEEDS  HAVE 
RESULTED  IN  EXISTING  BUILDINGS  BEING  ELIMINATED  FROM 
CONSIDERATION. 
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WE  BELIEVE  THAT  IN  THE  PROVISION  OF  GENERAL-PURPOSE  OFFICE 
AND  RELATED  SPACE,  THERE  SHOULD  BE  AS  MUCH  FLEXIBILITY  AS 
POSSIBLE,  AND  WE  ARE  WORKING  CLOSELY  WITH  OUR  CLIENT  AGENCIES  TO 
ESTABLISH  REQUIREMENTS  THAT  WILL  ENCOURAGE,  NOT  LIMIT, 
COMPETITION;  THAT  WILL  SATISFY  AGENCY  MISSION  NEEDS,  BUT  NOT 
EXCLUDE  AVAILABLE  SPACE;  AND  WILL  RESULT  IN  THE  BEST  OVERALL 
VALUE  TO  THE  GOVERNMENT. 

5)  CONSOLIDATION  POLICY;   THE  PUBLIC  BUILDINGS  SERVICE 
GENERALLY  ATTEMPTS  TO  HOUSE  THE  ACTIVITIES  OF  A  SINGLE  AGENCY  IN 
A  CONSOLIDATED  LOCATION,  THUS  PROVIDING  THEM  CERTAIN  EFFICIENCIES 
AND  ECONOMIES  OF  SCALE.   HOWEVER,  WE  DO  NOT  HAVE  A  POLICY  TO 
CONSOLIDATE  MULTIPLE  FEDERAL  AGENCIES  IN  ONE  LOCATION.   WE 
ANALYZE  AGENCIES'  HOUSING  REQUIREMENTS  ON  THE  BASIS  OF  A 
COMMUNITY  PLAN  AND  IDENTIFY  THE  MOST  COST  EFFECTIVE  SOLUTION  TO 
MEET  THEIR  NEEDS. 

6)  RTC  AND  FDIC  PROPERTIES;   IN  ORDER  TO  BE  IN  A  POSITION 
TO  PURCHASE  BUILDINGS  OWNED  BY  THE  RESOLUTION  TRUST  CORPORATION 
(RTC)  AND  THE  FEDERAL  DEPOSIT  INSURANCE  CORPORATION  (FDIC) ,  THE 
PUBLIC  BUILDINGS  SERVICE  WOULD  NEED  THE  AUTHORITY  TO  NEGOTIATE 
DIRECTLY  WITH  THOSE  ORGANIZATIONS  WOULD  BE  HELPFUL.  CURRENTLY,  WE 
ARE  REQUIRED  TO  FOLLOW  COMPETITIVE  PROCEDURES  WHEN  ACQUIRING  REAL 
PROPERTY;  CONSEQUENTLY,  WE  CANNOT  DEAL  DIRECTLY  WITH  THE  RTC  AND 
FDIC  TO  PURCHASE  BUILDINGS  THEY  HOLD. 
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7)    POD  PROPERTIES:   IN  ANTICIPATION  OF  THE  UPCOMING 
CLOSURE  OF  MILITARY  INSTALLATIONS  AROUND  THE  COUNTRY,  WE  HAVE 
DIRECTED  OUR  REGIONAL  OFFICES  TO  LOOK  INTO  OPPORTUNITIES  TO 
UTILIZE  THE  FACILITIES.   I  WOULD  NOTE  THAT  MOST  OF  OUR  HOUSING 
REQUIREMENTS  ARE  CONCENTRATED  IN  URBAN  AREAS,  AND  THE  MILITARY 
PROPERTIES  ARE  GENERALLY  LOCATED  IN  AREAS  THAT  ARE  REMOTE  FROM 
CURRENT  CONCENTRATIONS  OF  CIVILIAN  EMPLOYEES. 

MR.  CHAIRMAN,  THE  PUBLIC  BUILDINGS  SERVICE  HAS  MADE  GREAT 
STRIDES  IN  THE  MANAGEMENT  OF  ITS  REAL  PROPERTY.   FOR  EXAMPLE,  WE 
HAVE  THE  BEST  ENERGY  CONSERVATION  PROGRAM  IN  THE  FEDERAL 
GOVERNMENT;  IT  HAS  DRAMATICALLY  REDUCED  ENERGY  USAGE  AND  AVOIDED 
$1.7  BILLION  IN  COSTS  OVER  THE  PAST  20  YEARS.    THE  PUBLIC 
BUILDINGS  SERVICE  HAS  TAKEN  IMPORTANT  STEPS  TO  PROTECT  EMPLOYEE 
HEALTH  AND  SAFETY,  INCLUDING  A  MODEL  ASBESTOS  MANAGEMENT  PROGRAM 
AND  A  FIRST-OF-ITS-KIND  RADON  TESTING  AND  MITIGATION  PROGRAM.   WE 
HAVE  ESTABLISHED  92  CHILD  CARE  CENTERS  IN  OUR  FEDERAL  BUILDINGS 
NATIONWIDE.   AND,  OUR  BUILDING  MODERNIZATIONS  HAVE  WON  NUMEROUS 
AWARDS  IN  RECENT  YEARS;  THESE  INCLUDE  THE  BUILDING  OWNERS  AND 
MANAGERS  ASSOCIATION  INTERNATIONAL'S  1993  OFFICE  BUILDING  OF  THE 
YEAR  AWARD  FOR  GOVERNMENT  BUILDINGS,  AND  BUILDINGS  MAGAZINE'S 
BUILDING  MODERNIZATION  AWARD  FOR  1993.   WHILE  THE  PUBLIC 
BUILDINGS  SERVICE  HAS  HAD  MANY  SUCH  SUCCESSES,  WE  RECOGNIZE  THAT 
THERE  ARE  MANY  OPPORTUNITIES  TO  IMPROVE  OUR  REAL  PROPERTY 


70-781  0-94-4 


94 


PROGRAM.   YOU  CAN  EXPECT  TO  SEE  INITIATIVES  IN  IMPROVED  COST 
CONTROLS,  GOVERNMENTWIDE  ASSET  MANAGEMENT,  AND  A  HOST  OF  OTHER 
AREAS  AS  WE  APPLY  THE  PRINCIPLES  OF  THE  PRESIDENT'S  NATIONAL 
PERFORMANCE  REVIEW  IN  GSA. 

THE  GENERAL  SERVICES  ADMINISTRATION  APPRECIATES  THE 
SUBCOMMITTEE'S  INTEREST  IN  OUR  PUBLIC  BUILDINGS  PROGRAM,  MR. 
CHAIRMAN,  AND  LOOKS  FORWARD  TO  WORKING  WITH  THE  CONGRESS  AS  IT 
ADDRESSES  THE  IMPORTANT  ISSUES  BEING  DISCUSSED  TODAY.   AGAIN, 
THANK  YOU  FOR  INVITING  US   TO  APPEAR  BEFORE  THE  SUBCOMMITTEE 
TODAY.   I  WOULD  BE  HAPPY  TO  ANSWER  ANY  QUESTIONS  YOU  MAY  HAVE. 
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STATEMENT  OF 

LESTER  M.  HUNKELE,  ffl 

DEPUTY  ASSISTANT  SECRETARY  FOR  FACILITIES  OVERSIGHT 

DEPARTMENT  OF  VETERANS  AFFAIRS 

JULY  27, 1993 

Mr.  Chairman  and  Members  of  the  Subcommittee: 

I  am  pleased  to  appear  before  you  this  morning  to  present  testimony  concerning  the 
Department  of  Veterans  Affairs  real  property  management  program. 

The  Department  of  Veterans  Affairs  physical  plant  is  one  of  the  largest  in  the  Federal 
Government.  The  VA  system  includes  171  VA  Medical  Centers,  362  Oupatient  activities,  129 
Nursing  Home  Care  Units,  35  Domiciliaries,  1 13  National  Cemeteries  and  58  Regional  Offices. 
The  system  represents  a  tremendous  capital  investment  including  over  five  thousand  buildings  and 
approximately  twenty-six  thousand  acres  of  land  at  over  one  thousand  locations  nationwide.  The 
VA  system  uses  over  135  million  square  feet  of  building  space.  Of  this,  approximately  125 
million  square  feet  is  owned  by  VA  and  10  million  square  feet  of  space  is  leased. 

Over  the  past  5  years,  almost  $4  billion  were  appropriated  for  the  construction  programs. 
Another  $250  million  went  toward  leasing  facilities  -  both  through  GSA  and  directly  by  VA. 

The  need  for  additional  or  expanded  facilities  is  identified  either  in  central  office  or  at  the  field 
station  level  where  the  existing  physical  plant  is  evaluated  in  terms  of  meeting  current  and  future 
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program  requirements.  Specific  projects  are  identified  to  satisfy  these  needs.  VA  criteria  and 
standards  define  the  physical  environment  necessary  to  satisfy  the  various  types  of  VA  programs. 

VA's  standards  try  to  achieve  a  balance  to  obtain  appropriate  quality  and  functional  and 
operational  efficiency  for  the  best  life  cycle  cost  benefit  The  Department  routinely  compares  its 
standards  with  those  of  other  organizations,  both  in  the  private  and  public  sectors. 

A  consultant  study  in  the  mid- 1980*8  and  a  recently  completed  Cost  and  Standards  Study, 
conducted  by  the  National  Institute  of  Building  Sciences,  found  that  VA  construction  standards 
and  costs  are  generally  comparable  to  private  sector  standards  for  similar  facilities.  VA  is 
developing  an  action  plan  to  look  at  recommended  changes  to  mechanical  and  elevator  standards 
as  well  as  40  space  planning  criteria  identified  for  further  study. 

Various  approaches  are  considered  in  meeting  VA's  facility  needs,  with  the  Department  looking 
for  the  most  cost  effective  solution.  For  many  project  categories  a  Benefits  Cost  Analysis  (BC  A) 
is  required.  Although  construction  is  the  most  widely  used  alternative  to  address  the  renovation 
and  expansion  of  existing  facilities,  the  leasing  program  continues  to  grow.  If  a  managed  health 
care  model  becomes  part  of  a  national  health  care  plan,  there  may  be  an  increase  in  leasing  activity 
with  the  addition  of  VA  community  based  clinics  nationwide. 

In  addition  to  construction  and  leasing,  the  BCA  will  sometimes  support  the  purchase  of  an 
available  facility.  VA-DoD  sharing  also  plays  a  significant  role  in  meeting  VA 's  program  and 
facility  needs.  This  approach  hasbcen  used  at  a  number  of  locations,  such  as  NellisAFB  in  Las 
Vegas  and  is  currently  being  planned  for  Honolulu  (Tripler  Army  Base)  and  Travis,  CA  (Travis 
AFB).  DoD  facilities  which  are  identified  for  base  closure  are  also  examined  for  possible  VA  use. 
A  team  recently  visited  the  Orlando  Naval  Hospital  to  assess  its  potential  as  a  VA  Outpatient 
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Clinic  and  Nursing  Home.  The  cost  of  obtaining  these  DoD  properties  is  a  critical  factor  in 
making  a  final  decision. 

Finally,  VA  has  obtained  Congressional  authority  for  an  enhanced  use  program.  This  public- 
privaie  venture  initiative  will  allow  VA  to  use  its  assets  to  acquire  services,  facilities,  and  capita] 
at  little  or  no  cost  to  VA 

Mr.  Chairman,  this  concludes  my  formal  testimony.  We  will  be  pleased  to  respond  to  any 
questions  that  the  Committee  may  have. 
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TESTIMONY 

OF  MICHAEL  SUMICHRAST 

AT  THE  U.S.  SENATE 

SUBCOMMITTEE  ON  OVERSIGHT  OF  GOVERNMENT  MANAGEMENT 

JULY  27,  1993 

This  is  in  response  to  the  Chairman  Mr.  Carl  Levin  and  Ranking  Minority  Member 
Mr.  William  S.  Cohen  letter,  dated  July  15,  1993,  asking  me  to  assist  the  Subcommittee  on  how 
to  improve  the  cost-effectiveness  of  the  government's  management  of  its  real  property  assets. 
1  am  concentrating  solely  on  offices  as  they  represent  82  percent  of  all  leased  properties  by 
GSA.  Specifically,  I  am  responding  to  the  three  questions  raised  by  the  Chairmen 

1.  The  overall  current  conditions  of  the  office  market  in  100  largest  metropolitan  areas. 

I  have  rated  100  largest  metro  areas,  to  determine  whether  or  not  there  is  currently  a 
market  for  new  office  buildings.  (See  enclosed  Table  1  and  2).  My  conclusion  is  that  in  just 
about  all  of  the  100  largest  metro  areas,  there  is  no  need  for  new  office  construction  for  the  next 
three  years.  The  only  justification  for  new  office  construction  would  be  in  the  case  where  a  pri- 
vate company  needs  the  building  as  a  special  purpose  facility,  or  for  the  company's  own  use. 

My  recommendation  for  an  investor,  lender  and  the  US  Government,  is  to  not  consid- 
er construction  of  new  office  buildings  for  the  next  three  years. 

2.  The  size  and  scope  and  composition  of  leasing  and  construction  programs  at  GSA. 

I  also  looked  at  the  growth  of  the  GSA  office  space  in  the  last  five  years  and  concluded 
that  while  new  construction  of  office  buildings  declined  by  nearly  70  percent  (from  1 14  million 
SF  to  45  million  SF),    leasing  increased  45  percent  (from  84.8  million  SF  to  1 23  million  SF). 

I  was  unable  to  get  current  information  from  GSA  concerning  the  rent  per  square  foot, 
but  from  data  supplied  to  the  Subcommittee  on  individual  leases,  I  was  able  to  make  the  follow- 
ing comparison  of  rents  in  DC  and  Maryland: 

ANNUAL  RENT  PER  SQUARE  FOOT 
Location  1987  Current 

(Dec  31st)  (July  1993) 

DC  $13.44  $31.21 

Maryland  8.10 

Rockville  17.41 

Bethesda  16.28 

Silver  Spring  23.92 

Note:  The  three  areas  shown  above  (  Rockville,  Bethesda,  Silver  Springs),  account  for  about 

half  of  all  leases  in  Region  XL 
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As  you  can  see,  according  to  these  figures,  this  is  a  huge  increase.  I  sent  a  copy  of  this  to  have  it 
verified  by  GSA,  but  have  not  received  an  answer.  What  is  terribly  disturbing  is  that  during 
the  past  five  years  the  rents  in  all  metro  areas  declined  13  percent. 

Fore  the  government  to  build  or  lease  more  space  by  the  government  at  the  rates  they  are  leas- 
ing it  now,  makes  little  economic  sense.  This  is  particularly  true,  also,  because  the  RTC  still  has 
huge  amounts  of  real  estate  which  the  government  can  buy  at  low  prices. 

3.  Opportunities  for  improving  cost-efficient  spending  bv  the  federal  government. 

a.  Unless  there  is  some  special  justification,  the  U.S.  government  should  put  a  moratorium  on 
building  new  office  space. 

b.  GSA  should  review  all  leases  and  renegotiate  better  rents. 

c.  The  U.S.  government  should  rehab  buildings  rather  than  build  new  ones. 

d.  Construction  done  under  the  Davis-Bacon  Act  is  a  priory  20-25  percent  more  expensive. 
It's  time  to  change  this. 

e.  It  seems  quite  clear  that  nobody  is  watching  the  store  to  see  the  developing  trends.  It  is  also 
quite  clear  that  the  GSA  is  not  capable  of  monitoring  the  market  for  space,  given  the  constant 
changes  in  the  local  economic  conditions  as  well  as  looking  and  monitoring  the  whole  picture. 
This,  in  my  opinion,  is  the  most  important  task  the  Subcommittee  should  address  itself  to. 

f.  Of  course  the  GSA  has  to  respond  to  the  wishes  of  the  Congress  when  ask  for  additional 
space  and  has  no  control  over  the  Congress  requests.  It  is  my  opinion,  watching  the  govern- 
ment expansion  over  the  past  thirty  years,  that  one  of  the  primary  concerns  this  Committee 
should  address,  is  the  enormous  appetite  of  the  US  government  for  expansion,  trying  very  hard 
to  spent  us  into  prosperity. 
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TABLE  1 
POTENTIAL  FOR  NEW  OFFICE  CONSTRUCTION. 
RATINGS  OF  100  LARGEST  METROPOLITAN  AREAS 
JULY  1993 


RATING  CATEGORY 


AAA 

107-110+ 

AA 

99-109 

A 

95-100 

BBB 

88-96 

BB 

76-87 

B 

64-75 

52-63 

40-51 

30-39 

20-29 

Under  20 

NUMBER  OF  METRO  RECOMMENDATION 
AREAS 

0  Approve.No  conditions 

0  ApprovcAsk  for  clarification 

0  Conditional  approval 


2 

6 

17 

14 

12 

8 

9 

32 


No  approval  unless  strong  reasons 
Reject  locality  or  county 
Reject 

Reject 
Reject 
Reject 
Reject 
Reject 


TABLE  2 
TWO  BENCHMARKS  OF  OFFICE  RATINGS  OF  METROPOLITAN  AREAS: 
LONG  TERM  -1981-1993  AND  SHORT  TERM  1987-1993 

NUMBER  OF  METROPOLITAN  AREAS  CURRENTLY  DOING: 


WORSE 

46 

BETTER 

20 

SAME 

34 

METROPOLITAN  AREAS  DOING  BETTER 

Akron,  Austin,  Baton  Rouge,  Columbia,  Dallas,  Denver,  Houston,  Las  Vegas,  Litde  Rock, 
Miami,  New  Orleans,  Oklahoma  City,  Pittsburgh,  Phoenix,  Salt  Lake  City,  San  Antonio, 
Seattle,  Tucson,  Tulsa,  Wichita. 


The  analysis  is  based  on  several  economic  variables  in  a  model  which  I  have  used  for  several 
years  called  REMI,  (REAL  ESTATE  MARKEST  INFORMATION  SERVICE)  a  private  model- 
ing tool  used  to  forecast  changes  in  local  market  conditions.  This  includes  among  others, 
employment  and  population  growth,  actual  space  of  new  office  building  from  1980-1993,  vacan- 
cy rates,  costs  of  construction  per  square  foot,  current  rent  per  square  foot,  cap  rates  and  other 
economic  variables  affecting  the  construction,  leasing,  selling  and  investing  of  commercial 
properties.  3 
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Table  3 
SPACE  BUILT  PER  NEW  OFFICE  JOB 

Explanation: 

The  GSA  allocates  about  1 50  SF  of  office  space  for  each  Job,  while  private 
companies  allow  closer  to  200  SF.  An  analysis  of  100  metro  areas  shows 
that  most  built  far  more  office  space  than  was  justified  by  the  growth 
of  new  jobs.   For  example,  in  the  period  from  1967  to  1993,  Anaheim 
built  4,906  square  feet  of  new  office  space  for  each  new  job.   Baltimore, 
which  lost  jobs,  built  1,563  square  feet  for  each  job  lost. 


Square  Feet 

Square  Feet 

Per  New  Job 

Per  New  Job 

Metro  Area 

1981-1993 

1987-1993 

1  Akron  OH 

487 

360 

2  Albany  NY 

299 

765 

3  Albuquerque  NM 

310 

311 

4  Anaheim-Santa  Ana  C. 

754 

4.906 

5  Anchorage  AK 

N/A 

N/A 

6  Atlanta  GA 

446 

567 

7  Austin  TX 

632 

185 

8  Bakersfield  CA 

520 

630 

9  Baltimore  MO 

795 

(1,563) 

1  0  Baton  Rouge  LA 

481 

79 

1 1  Bergen-Passaic  NJ 

N/A 

(174) 

1 2  Birmingham  AL 

371 

488 

1  3  Boston  MA 

2.880 

(310) 

1 4  Bridgeport,  CT 

N/A 

N/A 

1 5  Buffalo  NY 

550 

1.303 

1 6  Charleston  SC 

340 

487 

1 7  Charlotte  NC 

186 

583 

1 8  Chicago  IL 

(2.632) 

3.041 

1 9  Cincinnati  OH 

233 

326 

20  Cleveland  OH 

3.161 

2,660 

21  Colorado  Springs  CO 

N/A 

N/A 

22  Columbia  SC 

303 

397 

23  Columbus  OH 

392 

511 

24  Dallas  TX 

1,014 

595 

25  Dayton  OH 

582 

(1.508) 

26  Denver  CO 

2.534 

141 

27  Des  Moines  IA 

267 

252 

28  Detroit  Ml 

593 

3,837 

29  Fort  Lauderdale  FL 

262 

252 

30  Fresno  CA 

N/A 

N/A 

31  Grand  Rapids  Ml 

183 

214 

32  Greensboro  NC 

283 

386 

33  Greenville  SC 

331 

414 

34  Harrisburg  PA 

543 

856 

35  Hartford  CT 

1.892 

(285) 

36  Honolulu  HI 

437 

421 

37  Houston  TX 

2.255 

100 

38  Huntsville  AL 

N/A 

N/A 

39  Indianapolis  IN 

154 

206 

40  Jackson,  MS 

406 

417 

41  Jacksonville  FL 

466 

833 

42  Jersey  City,  NJ 

N/A 

N/A 

43  Kansas  City  MO 

265 

278 

44  KnoxvilleTN 

189 

218 

45  Lafayette,  LA 

N/A 

N/A 

46  Lake  County  IL 

N/A 

NM 

47  Lansing.  Ml 

415 

946 

Page  4 
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Square  Feet 

Square  Feet 

Per  New  Job 

Per  New  Job 

Metro  Area 

1981-1993 

1987-1993 

48  Las  Vegas  NV 

103 

89 

49  Utde  Rock  AR 

256 

129 

50  Los  Angeies-Long  Bch 

4,350 

(859) 

51  Louisville  KY 

187 

260 

52  Madison  Wl 

298 

404 

53  Memphis  TN 

243 

252 

54  Miami  FL 

565 

243 

55  Middlesex-Somerset  N 

507 

2.879 

56  Milwaukee  Wl 

379 

294 

57  MinneapoNs-St  Paul  M 

453 

403 

58  Monmouth-Ocean  NJ 

253 

(1.076) 

59  Nashville  TN 

335 

466 

60  Nassau-Suffolk  NY 

267 

(124) 

61  New  Haven-Meriden  C 

385 

(372) 

62  New  Orleans  LA 

(4,808) 

348 

63  New  York  NY 

(3,146) 

(146) 

64  Newark  NJ 

(20,222) 

(332) 

65  Norfolk- Virginia  Bch  V 

281 

620 

6  6  Oklahoma  City  OK 

1.510 

143 

67  Omaha NE 

209 

257 

68  Orlando  FL 

225 

212 

69  Oxnard- Ventura  CA 

333 

549 

70  Philadelphia  PA 

943 

(1.238) 

71  Phoenix  AZ 

386 

571 

72  Pittsburgh  PA 

8,958 

415 

73  Portland  ME 

913 

N/A 

74  Portland  OR 

314 

217 

75  Raleigh-Durham  NC 

370 

476 

76  Richmond  VA 

445 

910 

77  Riverside  CA 

215 

297 

78  Rochester  NY 

380 

794 

79  Sacramento  CA 

390 

524 

80  Salt  Lake  City  UT 

258 

144 

8 1  San  Antonio  TX 

341 

125 

8  2  San  Diego  CA 

521 

912 

83  San  Francisco  CA 

11,312 

(2.463) 

84  San  Jose  CA 

2,337 

(342) 

85  Seattle  WA 

N/A 

487 

86  Shreveport,  LA 

N/A 

N/A 

87  SL  Louis  MO 

643 

1,474 

88  Stamford,  CT 

N/A 

N/A 

89  Stockton  CA 

N/A 

N/A 

90  Syracuse  NY 

313 

1,625 

91  TacomaWA 

N/A 

N/A 

92  Tampa  FL 

322 

432 

93  Topeka,  KS 

N/A 

N/A 

94  Trenton,  NJ 

N/A 

N/A 

95  Tucson  AZ 

290 

204 

96  Tulsa  OK 

10,579 

104 

97  Washington  DC 

859 

2,137 

98  W.  Palm  Beach  FL 

376 

343 

99  Wichita  KS 

319 

290 

1 00  Wilmington  DE 

519 

918 

Source:  Bureau  of  Labor  Statistics;  Bureau  of  the  Census;  Michael  SumichrasL 
Square  feet  converted  from  building  permit  valuation  data. 
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The  Evolution  of  Real  Estate  Market  Information 
1970-2000 


1970-1976 

"The  Age  of  Innocence" 

1977-1985 

"Tax  Driven  Deals" 

1986-1989 

"Return  tn  Rcnnoroics" 

1990's 

"Proactive  Decision-Making" 

Geographic 
Coverage 

Metropolitan  Area 

Metropolitan  Area 
Downtown/Suburban 

Metropolitan  Area 
Downtown/Suburban 
Multiple  Submarkets 

Building  by 

Building  Data 

Flexibility  to  Design 

Competitive  Market 

Typical 
Usage 

Background 

Background 
Due  Diligence 

Background 

Due  Diligence 

Project-Specific 

Assumptions 

Comprehensive 

Real  Estate  Information 

Management  System 

Acquisition 

Asset  Management 

Disposition 

Qualitative 
Description 

Anecdotal 

"Broad  Brush" 

Non  Data-Intensive 

Reporting  Without 
Interpretation 
Limited  Data 

Moderate 
Interpretation 
Limited  Data 

Highly  Interpretive 
&  Analytical 
Data-Intensive 

Delivery 
Systems 

Consulting  Reports 

Consulting  Reports 
Publications 
Newsletters 

Consulting  Reports 
Publications 
Newsletters 

Limited  Databases 

Automated  Databases 

Real  Estate  Expert 

Systems 

Forecasting 
Techniques 

Chamber  of 

Commerce 

"Area  Outlook" 

Entrapolation  of 
Recent  Past 

Increasing  Reliance 

on  Economic  and 

Demographic 

Indicators 

Reliable  Predictive 

Models  Integrated  with 

Economic  and  Real 

Estate  Databases 

Source:  The  REIS  Reports,  Inc. 


e  1991  National  Organization  for  Risk  Management  Assessment 
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Commercial  Real  Estate 


TESTIMONY  OF 

PAUL  C.  TAYLOR 

VICE  PRESIDENT  FOR  PUBLIC  AFFAIRS 

NAIOP  -  THE  ASSOCIATION  FOR  COMMERCIAL  REAL  ESTATE 

BEFORE  THE 

SUBCOMMITTEE  ON  OVERSIGHT 
OF  GOVERNMENT  MANAGEMENT 

COMMITTEE  ON  GOVERNMENT  AFFAIRS 
U.S.  SENATE 


JULY  27,  1993 


Mr.  Chairman  and  Members  of  the  Subcommittee,  I  am  pleased  to 
be  here  today  representing  NAIOP,  the  Association  for  Commercial 
Real  Estate.  As  an  economist,  I  am  particularly  pleased  to  talk 
today  about  the  market  processes  in  the  commercial  real  estate 
industry  and  the  potential  advantage  that  the  current  commercial 
real  estate  market  offers  the  General  Services  Administration. 

The  stated  mission  of  the  General  Services  Administration 
(GSA)  is  ensure  "the  best  value  to  the  Federal  Government  and  the 
taxpayer,  and  NAIOP,  the  Association  for  Commercial  Real  Estate, 
applauds  that  mission.  NAIOP  would  simply  like  to  encourage  GSA, 
as  a  participant  in  the  market,  to  more  fully  utilize  market 
principles  and  market  information  in  the  pursuit  of  its  mission. 
We  would  have  to  question  the  quality  of  many  GSA  decisions  made 
in  the  absence  of  market  signals  and  methods . 

Due  to  its  extraordinary  size,  GSA's  actions  in  the 
marketplace  have  significant  spillovers  to  participants  in  the 
commercial  real  estate  market.  Additionally,  local  governments 
depend  upon  commercial  real  estate  for  70  percent  of  local  tax 
revenue  on  average,  and  the  difficulties  in  the  industry  over  the 
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last  ten  years  has  hurt  local  government  fiscal  condition  and 
reduced  the  ability  to  deliver  local  government  services. 

While  the  ability  of  the  General  Services  Administration  to 
specify  the  location  of  new  office  space  may  be  limited  because  the 
metropolitan  area  is  predetermined,  the  choice  of  exact  location 
within  that  city  can  be  GSA's.  The  availability  of  low  cost  rental 
space  should  be  a  major  criterion  in  every  case,  offsetting,  if 
necessary,  the  demands  of  agencies  to  occupy  large  blocks  of 
contiguous  space. 

One  expert  on  the  subject  of  commercial  real  estate,  Anthony 
Downs  of  the  Brookings  Institution,  has  addressed  the  issue  of 
GSA's  role  goal  in  making  decisions  to  build  when  the  privately 
owned  space  is  available  for  lease  at  fairly  low  rates.  GSA 
responds  that  its  clients  want  large,  unified  blocks  of  space  at 
one  location.  But  these  are  often  available  and  ignored,  and  they 
exist  in  downtown  and  suburban  locations.  Of  course,  agencies 
prefer  to  have  everyone  together  at  the  same  site,  but  the 
economics  of  doing  so  are  often  not  the  best  deal  for  the  taxpayer. 
Should  not  the  GSA  take  some  responsibility  and  just  say  no!  One 
trend  in  the  private,  more  cost-conscious  sector  is  the  segmenting 
of  their  operations  and  dispersing  many  of  the  functions  which  need 
not  be  housed  in  the  more  costly  properties.  But  this  is  apparently 
not  part  of  the  GSA  calculus . 

Dr.  Downs  also  makes  another  key  point.  Anything  built  under 
Federal  contracting  rules  and  regulations  costs  at  least  20  percent 
more  than  alternative  private  construction.  So  occupancy  of  new 
Federal  buildings  hits  the  taxpayers  twice  unnecessarily. 

Lastly,  he  points  out  that  Office  of  Management  and  Budget 
regulations  require  that  agencies  signing  20-year  leases  must 
budget  the  entire  cost  in  the  first  year.  Further,  the  cost 
comparison,  lease  versus  own,  is  accomplished  on  the  ownership  side 
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by  assuming  lower  capitalization  rates  due  to  the  lower  cost  of 
government  borrowing.  Such  thinking  ignores  the  true  cost  of 
borrowing  wherein  the  taxpayers  guarantee  the  loan.  Such 
guarantees  are  not  always  without  cost  as  the  savings  and  loan 
developments  of  recent  years  forcefully  underscore. 

GSA's  role  in  mis-pricing  and  cross-subsidization  extends  to 
the  need  to  spend  a  billion  dollars  in  the  next  ten  years  to 
renovate  the  Pentagon  because  the  funds  collected  by  GSA  for  this 
purpose  for  so  long  went  to  other  purposes.  Likewise,  the  rates 
charged  to  the  Department  of  Defense (DoD)  for  leased  private  space 
included  a  premium  which  raised  DoD's  costs  and  perverted  the 
calculation  of  real  cost  of  keeping  DoD  employees  in  leased  space. 
The  1993  Base  Closure  Commission  pointed  to  the  use  of  flawed  data 
on  leased  space  and  suggested  that  there  may  be  "fertile  ground  to 
pursue  potential  anomalies  in  lease  rates..." 


THE  HISTORY  OF  CURRENT  CONDITIONS  IN  COMMERCIAL  REAL  ESTATE 

The  post-1986  changes  in  the  tax  treatment  of  real  estate, 
combined  with  regulatory  tightening  and  portfolio  shifts  out  of 
real  estate  was  perceived  as  a  "credit  crunch"  on  the  part  of  the 
consumer.  These  problems  resulted  in  the  fall  of  nominal,  as  well 
as  real,  prices  for  real  estate.  Land,  the  most  volatile  aspect 
of  residential  real  estate,  was  hit  hard  as  its  value  fell  9.8 
percent  in  1990.  This  loss  of  primary  source  of  household  wealth 
caused  a  reaction  by  households,  businesses  and  banks  in  1991. 

In  the  1970s,  real  estate  was  pushed  by  an  unsustainable 
monetary  policy  that  led  to  rapidly  accelerating  inflation.  As  an 
asset  that  stayed  ahead  of  inflation,  real  estate  during  the  1970s 
was  viewed  as  a  shelter  from  both  inflation  and  from  the  punitive 
marginal  income  tax  rates  and  "bracket  creep"  that  characterized 
the  decade. 
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Users  of  borrowed  funds  during  this  1970 's  period  of  often 
negative  interest  rates  were  rewarded  for  their  indebtedness.  A 
portion  of  real  estate  growth  during  this  decade  was  based  on  the 
unsustainable  incentives  of  a  negative  real  cost  of  borrowed  funds 
and  the  desire  to  avoid  high  inflation  and  high  marginal  tax  rates. 
The  monetary  policy  that  fueled  the  1970s  ended  early  in  the  1980s. 


The  six  years  after  the  1982  recession  were  marked  by 
significant  real  growth  and  inflation  that  stayed  below  5  percent. 
Tax  policy  favored  real  estate  even  without  the  artificial  stimulus 
of  negative  real  interest  rates,  excessive  money  supply  growth  and 
accelerating  inflation. 

During  the  middle  years  of  the  1980s,  favorable  tax  treatment 
and  positive  price  performance  made  real  estate  the  investment 
vehicle  of  choice  for  many  Americans.  Much  of  the  favorable  tax 
treatment  ended  in  1986,  and  market  adjustment  followed  the  change 
in  tax  policy. 

By  1988  adjustments  to  the  1986  tax  code  changes  had  begun  to 
appear  in  earnest  in  industry  statistical  data  at  that  point  and 
continued  for  the  next  four  years.  .Price  erosion  in  real  estate 
markets,  combined  with  demographic  shifts  in  the  U.S.  population, 
resulted  in  eroding  real  estate  loan  portfolio  values  for  banks  at 
a  time  when  their  capital  requirements  were  increasing.  The 
extent,  nature  and  timing  of  these  problems  varied  from  region  to 
region  and  those  regional  difficulties  in  real  estate  are  important 
to  study.  However,  my  own  research  suggests  that  four  elements 
were  central  to  understanding  the  recent  difficulties  in 
residential  and  commercial  real  estate  markets  after  1986. 
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1.  The  mix  of  commercial  and  residential  real  estate  is  clearly 
an  important  variable  in  explaining  bank  portfolio 
adjustments,  bank  lending  behavior,  and  household  and  investor 
behavior  in  the  recent  regional  recessions  and  subsequent, 
slowly  emerging  periods  of  recovery. 

2 .  Changes  in  tax  laws  have  contributed  significantly  to  the 
troubles  of  the  real  estate  industry.  Only  stability  in 
policy  for  investors  and  households  will  restore  balance 
and  growth  to  the  real  estate  development  and  finance 
sectors  of  our  economy. 

3.  Overly  reactive  banking  regulation  must  be  further  mitigated 
to  stimulate  normal,  prudent  loan-making  to  the  real  estate 
industry. 

4.  There  were  clearly  excesses  in  lending  by  savings  and  loans 
and  some  banks  for  speculative  projects  to  unworthy  borrowers 
that  contributed  to  an  oversupply  of  real  estate  in  many 
markets . 


The  problem  of  increased  taxes  on  real  estate,  tax  increases 
on  loan  workouts,  and  the  regulatory  overkill  in  banking  resulted 
in  a  market  conditions  that  were  clearly  in  free-fall  by  1988,  with 
prices  of  assets,  and  the  local  tax  base  falling  in  tandem. 

SOME  SPECIFIC  REGIONS  OF  INTEREST  TO  THIS  SUBCOMMITTEE. 

The  Detroit  metropolitan  area  maintained  a  relatively  high 
office  vacancy  rate  in  1992,  averaging  17.2  percent,  and  prospects 
for  1993  are  poor.  Depressed  auto  sales  over  the  last  few  years 
have  had  an  impact,  and  these  vacancy  rate  for  1993  may  actually 
increase. 
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Portland,  Maine,  on  the  other  hand  is  on  the  way  to  recovery. 
Construction  is  expected  to  increase  at  a  moderate  rate,  and  the 
1992  vacancy  rate  was  a  moderate  10.3  percent  for  higher  end 
buildings .  An  overhaul  of  the  unemployment  compensation  system  has 
stimulated  job  growth. 

In  Atlanta  the  overall  growth  of  office  space  exceeded  demand 
in  the  last  decade,  and  vacancy  rates  reached  30  percent  in  the 
downtown  market.  Nevertheless,  rental  rates  are  beginning  to  firm 
up  with  a  very  low  rate  of  construction  underway.  The  completion 
of  the  Highway  400  extension  from  1-285,  slated  for  late  1993,  is 
expected  to  improve  demand  for  high-end  space  in  the  Buckhead 
submarket . 

In  Connecticut,  the  vacancy  rates  in  the  Bridgeport-Stratford 
market  are  stabilized  at  the  12  percent  level,  but  the  area's 
economy  continues  to  look  weak  and  the  market  for  commercial  real 
estate  will  remain  soft. 

In  Little  Rock,  the  economy  and  the  real  estate  market 
performed  well  ahead  of  the  nation.  The  market  for  commercial  real 
estate  is  much  improved  over  the  mid-1980s,  but  the  1993  forecast 
limits  both  new  construction  and  reduction  from  the  moderate 
vacancy  rates  of  1992. 

In  Phoenix  the  recovery  is  expected  to  continue  from  the  peak 
1991  vacancy  rate  of  25.1  percent.  No  new  construction  of  any  size 
is  anticipated,  so  continued  absorption  of  existing  space  will 
improve  the  market  overall. 


WORLD  DIFFICULTIES  IN  ECONOMIC  GROWTH  AND  COMMERCIAL  REAL  ESTATE 

Commercial  real  estate  difficulties  are  now  world-wide  in 
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scope,  lessening  the  probability  that  international  real  estate 
investors  will  assist  the  U.S.  commercial  real  estate  industry. 
Declining  real  estate  values  in  the  major  industrial  capitals  have 
contributed  to  reduced  growth  rates  around  the  world.  From  London 
to  Tokyo,  and  on  to  Sydney,  the  wealth  decline  caused  by  falling 
real  estate  values  is  reducing  the  consumer's  willingness  to  spend 
and  hampering  real  estate's  traditional  role  in  economic  recovery. 

In  Japan,  real  estate  price  declines  occurred  after  those  in 
the  U.S.,  with  commercial  land  values  in  Tokyo,  Osaka  and  Nagoya 
falling  by  an  average  of  10.3  percent  in  Japanese  government 
statistics  and  by  higher  rates  according  to  independent  estimates. 
Japan  is  a  major  purchaser  of  U.S.  industrial  production  as  well 
as  a  seller  to  the  U.S.,  and  has  been  a  major  source  of  capital  to 
the  U.S.  real  estate  market. 

Canada,  the  largest  U.S.  trading  partner  as  well  as  a  major 
investor  in  U.S.  real  estate,  was  hit  with  difficulties  in  its 
eastern  section,  particularly  in  the  aftermath  of  the  Olympia  and 
York  difficulties.  In  contrast,  Vancouver  on  the  Pacific  coast, 
is  showing  modest  growth  in  prices  fueled  in  part  by  continued 
investment  from  the  Pacific  Rim  countries,  particularly  Hong  Kong. 

Great  Britain,  another  major  investor  in  U.S.  real  estate, 
faces  double-digit  vacancy  rates  in  central  London  and  higher  rates 
in  the  West  End,  where  the  mammoth,  unfinished  Canary  Wharf  project 
is  in  bankruptcy.  Britain  has  historically  accounted  for  about  half 
the  total  European  investment  in  U.S.  real  estate. 

In  continental  Europe,  real  estate  vacancy  rates  in  major 
cities  are  significantly  lower  than  comparable  U.S.  figures. 
Although  price  declines  are  lower  than  those  in  the  U.S.,  they 
occurred  as  Europe's  engine  of  growth,  Germany,  struggled  with  the 
costs  of  reunification  and  currently  struggles  with  costs  of 
immigration.    Additionally,  Europe  faces  the  availability  of 
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existing  land  and  structures  in  former  east  bloc  countries  over 
the  long  term  as  additional  indirect  competition. 


GSA  BUILDING  PROGRAMS  CAN  ONLY  EXACERBATE  CURRENT  DIFFICULTIES  FOR 
THE  COMMERCIAL  INDUSTRY,  COMPOUND  LOCAL  GOVERNMENT  FISCAL  STRESS 
AND  INCREASE  THE  COST  OF  GOVERNMENT  TO  THE  TAXPAYER 

Domestic  and  Global  difficulties  in  the  real  estate  market 
offer  a  significant  market  opportunity  for  GSA  to  purchase  real 
estate  on  the  behalf  of  the  American  taxpayer  for  use  by  government 
agencies.  RTC  action  data  suggests  that  office  space  can  be 
purchased  in  many  markets  at  a  significant  discount  to  the  cost  of 
building  equivalent  space.  Also,  various  authors  have  attributed 
a  premia  of  GSA  costs  over  private  sector  building  costs.  The 
market  signal  is  clearly  to  buy  or  lease  existing  space  at  this 
time  of  overcapacity  in  commercial  real  estate. 

If,  however,  GSA  builds  significant  office  capacity  during 
this  period  of  overcapacity  for  the  industry,  commercial  real 
estate  owners  bear  an  additional  financial  burden  as  do  local 
governments  and  the  U.S.  taxpayer. 

General  Services  Administration  actions  to  build  additional 
commercial  space,  in  the  face  of  both  domestic  and  international 
market  difficulties,  are  likely  to  exacerbate  these  difficult 
problems  for  real  estate,  increase  the  costs  of  running  the  federal 
government  for  the  taxpayers.  Local  government,  with  its  extensive 
reliance  on  taxes  on  real  estate  values,  is  another  victim  of  these 
problems  in  the  industry. 
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Mr.  Chairman  and  Members  of  the  Subcommittee,  my  name  is  Hayden  Bryan, 
and  I  was  the  Executive  Director  of  the  1988  Defense  Secretary's 
Commission  on  Base  Realignment  and  Closure.  In  that  capacity,  I  wae 
asked  by  the  Commission  to  review  the  military  basing  structure  existing 
at  that  time  and  to  make  recommendations  to  the  Commission  on  the 
methodology  for  selecting  bases  for  closure  and  realignment  and  tc 
recommend  bases  by  name.  The  procedure  which  we  developed  emphasized 
military  value  as  the  single  most  important  criterion  for  evaluating 
bases,  was  adopted  by  the  Commission,  and  remains  the  chief  evaluative 
factor  under  the  current  Department  of  Defense  (DOD)/Base  Closure 
Commission  process . 

Before  1988,  recommendations  for  closures  and  realignments  fell  undez 
the  purview  of  the  Department  of  Defense,  acting  under  the  policj 
guidance  and  oversight  of  the  Congress .  But  a  ten-year  stalemate  over 
base  closures  caused  the  Congress  to  establish  the  commission  process. 
The  result  has  been  a  much  more  open  and  instructive  exercise,  which  has 
removed  most  of  the  potential  political  bias  and  other  irrelevant 
considerations  in  the  DOD  decision  making  process.  Yet  the  number  of 
variables  affecting  the  decision  to  close  a  base  is  considerable  and 
there  will  always  be  dissenting  voices  regarding  the  process  employed  tc 
come  to  decisions  on  individual  bases. 

Adding  to  the  complications  of  evaluating  potential  closures  is  the 
rapidly  changing  international  political  environment  which  affects  the 
mission  requirements  of  the  Military  Services  and  thus  can  bring  changes 
in  the  nature  of  the  requirements  of  the  supporting  base  structure. 
Also,  the  general  downsizing  of  national  military  assets  can  bring  about 
changes  in  basing  needs  through  such  considerations  as  consolidation  of 
missions  in  fewer  agencies  and  commands  and  the  contracting  out  of 
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services  once  performed  on  base. 

The  Subcommittee  is  interested  in  the  impact  that  base  closures  will 
have  on  the  local  commercial  real  estate  markets.  In  general,  other  than 
through  the  overall  lowering  of  economic  activity  in  a  community,  base 
closure  should  have  little  impact  on  the  commercial  real  estate  market 
in  the  community,  for  many  reasons  which  I  will  explore  below.  They  are 
really  two  different  commodities.  There  is  one  exception,  and  that  is 
the  case  of  the  closure  of  an  activity  on  a  leased  commercial  property. 
As  the  downsizing  of  the  defense  establishment  continues,  there  will  be 
ample  opportunity  to  move  from  leased  space  to  government-owned 
facilities,  and  in  some  cases  this  will  make  economic  sense.  Yet 
proposals  to  move  operations  from  leased  space  to  Service  property  will 
not  necessarily  make  sense  if  new  construction  or  extensive  renovation 
is  necessary. 

There  appears  to  be  a  general  tendency  among  the  Services  to  prefer 
ownership  on  Service  facilities  to  leasing.  More  control  over  the 
facility  and  its  environs  appears  to  be  the  likely  motivation.  The 
ability  to  create  a  more  military  atmosphere,  to  improve  security,  and 
to  refine  architectural  details  make  ownership  preferable.  This  is  not 
an  explicit  or  formally  approved  criterion  in  the  realignment  process, 
but  I  do  believe  that  it  has  a  bearing  on  many  of  these  decisions. 
Therefore,  there  is  little  need  to  encourage  movement  to  existing 
facilities,  if  the  move  is  at  all  reasonable. 

The  decision  by  the  Navy  to  recommend  to  the  1993  Commission  that 
several  of  its  command  headquarters  be  moved  to  Navy-owned  facilities 
appears  to  fall  into  this  category.  A  few  years  ago,  the  Navy  had 
proposed  moving  several  of  its  command  headquarters  together  in  a 
government-owned  unified  command  headquarters  building  at  Pentagon  City. 
Initial  local  opposition  delayed  the  project.  The  Navy  now  recommends 
dispersing  these  headquarters  as  the  correct  option — again  to  government- 
owned  space,  but  to  several  locations  on  the  East  Coast — and  losing 
whatever  advantage  the  unified  headquarters  or  the  current  co-location 
in  Crystal  City  may  offer.  One  of  the  activities  moving  is  the  Naval  Air 
Systems  Command  Headquarters,  but  it  is  moving  to  the  Patuxent  River 
Naval  Air  Station,  which  currently  does  not  have  building  space 
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available.  New  construction  will  occur  at  the  Patuxent  River  site  to 
accommodate  this  move. 

Another  consideration  will  continue  to  encourage  the  Services  to  fill 
existing  space  or  build  new  space  at  existing  facilities.  The  placing 
of  the  decision  to  close  and  realign  bases  into  the  hands  of  a  commission 
will  bias  the  Services  toward  filling  existing  capacity  in  order  to  pre- 
empt a  later  commission's  ability  to  close  the  base  in  question. 
Unnecessary  cost  will  occur  if  the  decision  to  inoculate  bases  means  that 
an  inordinate  amount  of  new  construction  or  massive  renovation  occurs  for 
this  purpose,  especially  if  leased  space  is  available  as  an  alternative. 

The  1993  Commission,  in  its  report  to  the  President,  recognized  that 
the  use  of  existing  space  on  an  installation  should  be  maximized  to  the 
extent  possible,  but  notes  that  ownership  "does  not  come  without 
attendance  costs,  and  there  may  be  instances  where  leased  space  is  the 
better  option,  especially  for  short-term  requirements."  The  Commission 
further  suggests  that  a  capital  usage  charge  for  facilities  that  are 
owned  is  a  helpful  tool  in  avoiding  bias  against  leasing. 

The  Subcommittee  is  also  interested  in  the  potential  that  military 
base  closures  offer  for  reuse,  especially  for  the  higher-end  governmental 
needs  where  dollar  savings  might  be  achieved.  I  do  not  believe  that  the 
closure  of  military  bases  in  general  provides  any  large  opportunity  for 
other  federal  agencies  to  acquire  needed  property  at  low  cost.  The  very 
factors  that  made  many  of  the  installations  serviceable  for  military 
missions  tend  to  reduce  their  value  in  alternative  high-density  uses. 
Remote  location,  for  example,  is  often  the  key  variable  for  selecting  a 
site  for  an  installation.  Physical  separation  from  densely  populated 
areas  to  provide  for  maneuver  space  may  raise  the  military  value  of  an 
installation,  but  the  remoteness  reduces,  for  all  but  a  few  high-density 
government  requirements,  its  appropriateness  for  use  as  administrative 
centers.  Loring  Air  Force  Base  at  Caribou,  Maine  is  a  case  in  point. 
Its  geographical  advantage  lay  in  being  relatively  close  to  the  Soviet 
Union  in  an  age  when  bombers  needed  this  relative  advantage.  Tet  it  is 
too  remote  a  site  to  be  of  much  value  to  support  many  of  the  types  of 
functions  for  which  GSA  may  need  space. 

Another  characteristic  of  most  bases  is  that  they  are  typified  by 
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militarily  configured  building  required  for  the  base's  mission.  It  is 
unlikely  that  non-military  agencies  could  use  them  effectively  without 
modification  or  supplement.  Many  bases  of  any  size,  in  a  generic  sense, 
are  facilities  for  labor-intensive  industrial  activities,  more  suitable 
to  takeover  by  private  firms  in  similar  lines  of  business.  Although 
hangars  could  be  converted  to  warehouses  or  barracks  to  minimum  security 
prisons,  the  match  is  not  automatic  or  without  cost. 

Finally,  there  may  be  facilities  with  appropriate  infrastructure  and 
that  are  well  located  for  alternate  government  use,  but  all  too  often 
the  quality  of  the  infrastructure  may  be  such  that  occupancy  by  non- 
military  agency  employees  may  be  limited.  In  many  cases,  the  poor 
quality  of  the  infrastructure  may  have  led  to  the  closure  of  the  facility 
as  a  military  base. 

A  helpful  economic  policy  might  be  to  attempt  to  impose  on  whoever 
makes  these  decisions  a  longer-term  view  of  the  Service  requirements  (or 
lack  of  information  about  these  requirements ) .  It  is  probably  true  that 
the  time  horizons  of  decision  makers  in  industry  and  government  are  too 
short  for  the  most  rational  economic  decisions  to  be  made.  As  previously 
noted,  the  rapidly  changing  nature  of  world  politics  should  dictate  that 
flexibility  be  the  watchword  for  the  next  few  years,  and  pouring  concrete 
runs  counter  to  this  guidance  to  maintaining  future  options  at  lowest 
cost. 

The  investment  of  large  amounts  of  tax  dollars  at  these  new  sites  is 
not  a  good  decision  at  a  time  when  changes  in  the  international  political 
environment  and  the  resulting  changes  in  our  national  defense  structure 
demand  flexibility.  As  a  case  in  point,  I  have  noted  with  some  interest 
as  a  previous  participant  in  the  base  closure  process  that  the  March  1993 
DoD  report  on  proposed  closures  and  realignments  lists  two  pages  of 
proposed  changes  from  the  already  agreed  upon  closure  and  realignment 
decisions  of  1988  and  1991.  These  pages  add  weight  to  my  view  that  we 
should  not  be  reducing  flexibility  and  pouring  concrete  at  new  locations. 

Thank  you  for  this  opportunity  to  provide  testimony  and  address  these 
important  issues .   I  would  be  happy  to  respond  to  questions . 
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Thank  you  and  good  morning.    My  name  is  Tom  McChesney.    I  am  Executive  Vice  President 
and  District  Manager  for  the  Pittsburgh  office  of  Grubb  &  Ellis  Company  -  the  largest  publicly- 
held,  full  service  real  estate  company  with  offices  nationwide. 

I  am  here  today  as  President  of  the  Building  Owners  and  Managers  Association  International 
(BOMA).  BOMA  is  the  voice  of  the  office  building  professional.  BOMA's  15,000  members 
own  or  manager  over  six  (6)  billion  square  feet  of  U.S.  commercial  office  space. 

This  morning,  as  we  discuss  the  various  aspects  of  federal  real  property  management,  I  would 
like  to  share  a  perspective  of  the  private  real  estate  sector.    My  purpose  today  is  not  to  criticize 
the  General  Services  Administration  (GSA). 

BOMA  International  has  long  recognized  the  knowledge  and  ability  prevalent  among  GSA 
professionals.    BOMA  is  pleased  to  be  able  to  work  with  GSA  administrative  officials  here  in 
Washington  ~  including  Administrator  Roger  Johnson,  Deputy  Administrator  Julia  Stasch,  and 
Assistant  Commissioner  Bibb  who  is  here  today  -  as  well  as  numerous  regional  officials. 
BOMA  also  looks  forward  to  working  with  Mr.  Kenneth  Kimbrough  in  his  new  position  as 
Commissioner  of  the  Public  Buildings  Service. 

The  private  sector  understands  and  appreciates  GSA's  responsibility  to  fulfill  the  space 
requirements  of  various  federal  agencies,  and  we  want  to  work  with  the  government  toward  that 
end.   Yet,  commercial  real  estate  professionals  who  deal  with  the  federal  government  are  often 
frustrated  by  its  overly  complicated  and  convoluted  real  estate  policies.   The  federal  government 
must  make  improvements  in  its  system  -  rather  than  continue  practices  that  limit  its  options  and 
ability  to  make  timely  and  responsible  decisions. 

As  one  example  of  some  confusion,  consider  the  way  GSA  measures  space.   As  Senator 
Metzenbaum  has  noted  on  several  occasions,  the  commercial  real  estate  industry  measures 
square  footage  one  way.   The  government  measures  space  another  way.    While  not  overly 
difficult  to  rectify,  this  example  does  represent  the  type  of  obstacles  -  whether  relatively  small 
like  this  one  or  larger  -  that  must  be  overcome  if  you  want  to  do  business  with  the 
government    Every  obstacle  limits  the  degree  of  private  sector  participation  and,  in  turn,  the 
options  available  to  GSA. 

Beyond  the  example  of  floor  measurement,  I  would  like  to  share  a  few  other  observations  on 
how  policies,  in  need  of  change,  now  adversely  affect  good  business. 

*  Federal  requirements  deem  that  GSA  outline  specific  solutions  to  space  needs  and  commit  to 
those  solutions  years  before  the  space  may  actually  be  attained.    Such  practices  limit  GSA's 
ability  to  adapt  to  changing  market  conditions  to  pursue  options  that  may  prove  favorable  at  a 
later  date. 

*  GSA  procedures  are  equally  complex  and  convoluted  whether  GSA  is  leasing  10,000  or 
500,000  square  feet    Overly  complex  procedures  are  a  disincentive  to  competitive  bidding 
among  members  of  the  private  sector.   We  are  encouraged  by  GSA's  streamline  approach  to 
leases  for  space  less  than  10,000  square  feet  and  recommend  applying  similar  approaches  to  all 
GSA  leases. 
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*  GSA  increases  its  own  leasing  costs  because  it  must  pass  along  the  numerous  "special 
requirement"  requests  from  individual  agencies.   Furthermore,  GSA's  early  cancellation  clauses 
also  increase  their  leasing  costs.    limiting  the  nature  of  such  requests  would  lower  GSA's  and 
the  agencies'  overall  costs. 

*  The  length  of  GSA's  bidding  process,  from  solicitation  to  decision,  often  requires  that 
multiple  respondents  to  the  solicitation  keep  their  property  vacant  until  the  award  date  -  which 
could  be  six  (6)  months  or  longer.    Even  after  an  agreement  has  been  made,  individual  agencies 
can  and  have  overruled  the  decision,  further  undermining  GSA's  authority.    As  you  can  imagine, 
effective  business  negotiations  are  impossible  and  the  best  deals  are  never  presented.    Such 
practices  must  change  so  that  GSA  has  the  ability  to  take  advantage  of  the  best  available 
opportunities. 

*  Overly  restrictive  scoring  rules  cause  GSA  to  often  forego  attractive  lease  terms  and  purchase 
options  because  the  full  cost  would  be  scored  in  a  single  fiscal  year  rather  than  spread  over  the 
term  of  the  agreement   Any  change  to  scoring  rules  must  recognize  the  recommendation  to 
lease-purchase  or  purchase  existing  buildings  -  but  not  to  build  except  when  absolutely 
necessary. 

A  great  concern  of  many  building  owners  across  the  country  is  the  government's  desire  to 
construct  additional  office  space  in  high-vacancy  areas,  when  excess  quality  space  is  available  for 
lease  or  purchase  at  costs  below  that  of  new  construction. 

The  commercial  real  estate  industry  —  the  major  tax  base  of  most  cities  —  is  experiencing  the 
worst  depression  ever.    Excess  vacancy  is  not  a  problem  specific  only  to  a  few  cities.    It 
permeates  metropolitan  areas  across  the  country.    New  federal  buildings  further  increase  vacancy 
rates  as  tenants  are  moved  from  current  locations  to  the  new  buildings.   In  turn,  property  values 
plummet,  the  tax  base  continues  to  decline,  and  additional  existing  properties  are  pushed  toward 
bankruptcy  and  foreclosure. 

New  federal  construction  places  these  cities  at  additional  risk.   Most  markets  today  need  to  fill 
existing  space  rather  than  add  more. 

While  the  private  sector  does  not  look  to  the  government  to  solve  all  of  our  problems,  we  ask 
that  moves  are  not  made  to  further  exacerbate  the  already  difficult  circumstances  in  our 
industry. 

BOMA  International  is  encouraged  by  GSA  Administrator  Roger  Johnson's  proposal  to 
"suspend  and  review"  all  new  construction  projects.   As  you  know,  your  constituents  and  ours 
have  voiced  numerous  concerns  regarding  both  the  decision  to  go  forward  with  new  construction 
as  well  as  frustrations  over  how  those  decisions  were  made.   BOMA  believes  that  a  rational  and 
non-emotional  review  of  these  projects  is  appropriate  in  light  of  the  controversy  this  issue  has 
generated. 

I  do  caution  you,  however,  on  including  leasing  in  any  moratorium.   Today's  real  estate  market 
offers  the  lowest  rates  and  the  best  leasing  deals  ever.   Whether  it's  short  term  leases  at  low 
rates  or  longer  term  leases  at  even  better  bargains,  the  government  should  be  able  to  take 
advantage  of  the  many  favorable  leasing  deals  available.   The  opportunity  to  save  taxpayers 
millions  of  dollars  should  not  be  missed  by  including  leasing  in  any  proposed  moratorium. 
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Action  must  be  taken  to  secure  the  best  deals,  with  much  of  the  correction  available  only 
through  Congress. 

While  the  popular  approach  is  to  place  the  responsibility  for  all  problems  at  the  doorstep  of  the 
GSA,  BOMA  believes  the  true  source  of  many  of  these  problems  lies  outside  the  reach  of  GSA 

control. 

Certainly,  the  GSA  can  improve  its  procedures  by  streamlining  many  of  its  operations  and 
revising  some  of  its  policies.     In  fact,  GSA  is  now  experimenting  in  some  regions  with  new 
operational  and  managerial  procedures  to  improve  its  real  estate  operations  and  bring  them 
more  in  line  with  the  private  sector.   BOMA  applauds  and  encourages  GSA's  efforts  in  this 
area.   Our  hope  is  that  such  endeavors  will  soon  be  successful  enough  to  be  implemented  across 
the  country. 

However,  GSA  must  also  have  the  cooperation  of  Congress  and  other  federal  agencies  in  order 
to  make  good  decisions.   Everyone  asserts  that  the  GSA  should  operate  more  like  the  private 
sector,  yet  overly  rigid  planning  and  approval  procedures  limit  the  ability  to  adapt  and  respond 
to  changing  marketplace  conditions. 

BOMA  International  supports  the  need  for  some  modification  in  the  scoring  rules,  particularly 
as  they  relate  to  determining  what  constitutes  a  capital  lease.   Although  bargain  price  lease  or 
lease-purchase  options  may  be  available  at  little  or  no  additional  cost  when  negotiating  a 
longterm  lease,  inclusion  of  such  provisions  would  require  the  transaction  to  be  scored  up  front 
GSA  should  not  be  prevented  from  pursuing  attractive  lease  options  because  budgetary 
authority  regulations  are  inappropriately  applied.   Such  changes  would  provide  GSA  with 
additional  flexibility  to  respond  to  favorable  market  opportunities. 

Members  of  the  Congressional  committees  with  GSA  oversight  must  carefully  review  the 
prospectuses  and  appropriation  requests  that  pass  through  Congress.   As  we  all  know,  legislation 
is  often  "selectively  augmented"  with  projects  for  "back  home."   Such  practices  circumvent  the 
rules  that  Congress  itself  has  outlined.   Congress  must  not  sidestep  the  requirements  set  forth 
for  responsible  federal  property  management 

Finally,  GSA  must  be  granted  the  flexibility  to  take  advantage  of  the  best  deals  available  - 
whether  that  be  by  sealed-bid  auctions  or  by  lease-purchase  agreements.    We  encourage  you  to 
allow  GSA  to  do  business  without  the  shackles. 

BOMA  and  GSA  both  recognize  the  need  to  discuss  concerns,  share  ideas  and  advance  the 
cooperative  efforts  of  public  and  private  real  estate  experts  across  the  country.   In  some  regions, 
GSA  officials  now  regularly  attend  monthly  BOMA  meetings  to  provide  updates  and  answer 
questions  regarding  possible  real  estate  activities.   We  work  together  on  fire  safety  issues, 
building  codes  and  energy  concerns.   Here  in  DC,  BOMA  worked  with  GSA's  National  Capital 
Region  to  publicize  its  "Removing  the  Mystique"  conferences  which  explain  GSA  procedures  to 
the  private  sector. 

This  cooperation  is  further  exemplified  by  ongoing  discussions  between  BOMA  and  GSA 
regarding  the  issue  of  floor  measurement   BOMA  International  is  the  Secretariat  for  the 
American  National  Standard  Institute's  (ANSI)  method  of  floor  measurement  -  the 
predominant  standard  of  measurement  used  throughout  the  commercial  real  estate  industry.   As 
the  Secretariat,  BOMA  has  been  meeting  with  GSA  over  the  past  few  months  to  explore  areas 
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where  the  ANSI  and  GSA  standards  may  be  brought  closer  together,  and  staff  from  GSA  and 
BOMA  will  continue  with  this  process. 

It  is  my  hope  that  better  relationships  between  BOMA  and  GSA  ~  both  here  in  Washington 
and  in  GSA's  regional  offices  across  the  United  States  -  will  translate  into  increased 
cooperation  between  the  private  and  public  real  estate  sectors  and  into  better  longterm  policies 
for  federal  property  acquisition  and  management 

Thank  you. 


Founded  in  1907,  the  Building  Owners  and  Managers  Association  (BOMA)  International  is  a 
dynamic  federation  of  98  local  associations  whose  members  own  or  manage  over  7  billion  square 
feet  of  commercial  properties  and  facilities  in  North  America.   The  membership  -  comprised  of 
building  owners,  managers,  developers,  leasing  professionals,  facility  managers,  asset  managers 
and  the  providers  of  goods  and  services  -  collectively  represents  all  facets  of  the  commercial 
real  estate  industry.   BOMA  is  firmly  established  as  the  respected  resource  on  national  matters 
affecting  the  industry,  such  as  the  Americans  with  Disabilities  Act  (ADA),  Indoor  Air  Quality 
(IAQ),  the  phaseout  of  chloroQuorocarbons  (CFCs),  passive  loss  rules,  and  more. 
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Statement  of  Senator  Byron  L.  Dorgan 

Subcommittee  on  Oversight  and  Government  Management 
Hearing  On 
Oversight  of  Federal  Property  Management 
July  27,  1993 
Mr.  Chairman,  I  want  to  thank  the  Committee  for  conducting  these  oversight  hearings  on  the 
federal  government's  management  of  its  huge  —  and  growing  -   inventory  of  buildings.    This 
is  an  issue  with  which  I  have  become  very  involved  since  my  election  to  the  U.S.  Senate. 
From  what  I've  seen,  I  think  it's  time  we  put  the  brakes  on  the  federal  government's  very 
expensive  building  programs. 

Let's  take  a  look  at  the  facts  surrounding  the  government's  building  program.    First,  the 
General  Services  Administration  (GSA)  estimates  that  there  are  over  $10  billion  worth  of 
federal  building  projects  and  renovation  projects  currendy  under  design,  under  construction,  or 
funded.   At  the  same  time  that  GSA  is  engaged  in  these  new  building  projects,  the  Clinton 
Administration  has  pledged  to  cut  the  federal  work-force  by  1 0  percent.    Under  these 
circumstances,  I  think  the  government  should  be  considering  ways  to  unload  space  rather  than 
building  more.   It  is  also  important  to  note  that  the  federal  government  already  owns  over 
400,000  buildings,  and  unused  space  in  the  federal  inventory  will  continue  to  grow  as  military 
bases  close.   Finally,  we  must  remember  that  this  building  program  is  occurring  while  the 
nation  faces  a  budget  deficit  of  over  $290  billion.    It  doesn't  take  an  accountant  to  realize  that 
we  must  stop  mis  prolific  and  expensive  building  spree,  and  begin  to  effectively  utilize  the 
buildings  that  the  government  already  owns. 


124 

I  am  also  concerned  about  the  cost  of  federal  courthouses.   The  GSA  estimates  that  there  is 
over  $  1  billion  worth  of  courthouse  construction  currently  authorized  or  underway.    Out  of 
the  16  buildings  submitted  by  the  GSA  for  prospectus  consideration  for  next  year,  11  are  US 
courthouses.    Their  cost  is  over  $580  million  for  1994  -  78  percent  of  GSA's  $746  million 
construction  program.    Furthermore,  Administrative  Office  of  the  US  Courts  claims  that  at 
least  $750  million  a  year  -  for  the  next  10  years  —  will  be  needed  for  federal  courthouse 
construction.    The  courthouse  planned  for  Seattle  will  cost  $299  a  square  foot,  while  - 
according  to  the  1993  edition  of  Means  Square  Foot  Costs  -  the  estimated  cost  of  a  typical 
courthouse  nationally  is  only  $96  a  square  foot.    Eight  of  the  planned  federal  courthouses  will 
cost  the  taxpayer  over  $200  a  square  foot. 

These  costs  are  the  reason  I  have  asked  GSA  to  review  the  plans  for  15  expensive  planned 
projects.    I  think  Congress  needs  to  know  whether  they  are  really  needed,  and  if  so,  whether 
they  are  being  built  in  the  most  cost-effective  manner.    I  also  want  to  find  out  why  they  are 
so  much  more  expensive  than  the  national  average  for  comparable  buildings. 

With  both  the  building  moratorium  and  the  GSA  project  review  requests,  I  am  trying  to  make 
the  management  of  federal  building  program  more  efficient  and  responsive  to  the  needs  of  the 
country.    I  look  forward  to  working  with  the  Committee  and  GSA  to  address  these  issues. 
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For  these  reasons,  I  introduced  S.  1015,  the  Federal  Building  Moratorium  Act  of  1993.  This 
legislation  sets  a  two-year  moratorium  on  all  new  federal  construction  and  leasing.    Its 
purpose  is  to  force  the  federal  government  to  take  stock  of  its  priorities,  fully  utilize  space  it 
currently  owns,  and  -  most  importantly  -  help  reduce  the  national  deficit.    This  chart  shows 
the  rise  in  federal  office  space  compared  to  the  number  of  federal  workers  over  the  past  15 
years.   As  you  can  see,  government  employment  has  stayed  fairly  stable  -  at  around  3 
million  employees  —  while  the  amount  of  office  space  has  grown  by  more  than  a  third.    This 
makes  no  sense.  The  building  moratorium  will  change  this  disproportionate  growth. 


The  same  is  true  for  space  leased  by  the  federal  government.    Senator  Cohen  has  pointed  out 
that  the  government  spends  hundreds  of  millions  of  dollars  on  unneeded  and  uneconomical 
leased  office  space.   The  proportion  of  federally  leased  space  to  federally  owned  space  has 
exploded  over  the  past  two  decades.   Costs  associated  with  leasing  soared  from  $389  million 
in  1975  to  $1.5  billion  in  1991,  despite  the  fact  that  the  federal  work-force  has  remained 
fairly  constant   This  year,  the  GSA  will  spend  $1.9  billion  on  leases,  and  next  year  the 
projected  rent  payment  will  rise  to  $2.1  billion.    In  my  view,  the  federal  government  is 
spending  too  much  money  on  both  its  building  and  leasing  programs. 

If  the  GSA  were  a  private  distribution,  supply,  and  construction  company,  its  size  would  rank 
it  in  the  top  50  of  the  Fortune  500  companies  -  but  its  business  practices  would  have  forced 
it  into  bankruptcy  long  ago.   Because  of  its  relationship  with  other  government  agencies,  the 
GSA  has  little  motivation  to  treat  its  transactions  in  an  efficient  and  businesslike  manner.    For 
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example,  there  is  no  financial  incentive  for  federal  agencies  to  report  excess  property  to  the 
GSA.   Therefore,  the  government  tends  to  hold  onto  and  mothball  old  buildings,  while 
continuing  to  build  and  rent  new  ones.   Many  government  properties  could  be  recycled  to 
more  economic  uses,  exchanged  for  needed  property,  or  sold  to  the  private  sector.   The 
building  moratorium  will  force  federal  agencies  to  strategically  manage  and  dispose  of  real 
assets  in  a  businesslike  manner,  and  maximize  the  return  on  them  to  the  investor,  the  US 
taxpayer. 

My  building  moratorium  includes  exceptions  for  new  buildings  used  to  educate  our  nation's 
students.   Also,  if  a  situation  develops  which  is  more  important  than  reducing  the  federal 
deficit,  the  legislation  allows  the  President  to  waive  the  moratorium's  requirements.    Such 
reasons  include  national  security  issues,  essential  national  priorities,  and  national  emergencies. 

There  are  those  who  consider  a  two-year  building  moratorium  to  be  draconian,  to  be 
simplistic,  and  to  be  out  of  touch  with  the  realities  of  a  changing  federal  work  force.   These 
arguments  neglect  to  take  into  account  one  overriding  fact:  this  country  has  a  huge  federal 
deficit  which  is  threatening  our  future  and  our  children's  future,  and  the  federal  building 
program  -  currently  estimated  at  over  $10  billion  -  has  ignored  that  reality  for  far  too  long. 
The  federal  government  must  understand  what  any  household  facing  a  huge  debt  would  have 
realized  long  ago.   We  simply  can't  afford  these  expensive  new  buildings.    Rather,  we  must 
concentrate  on  effectively  managing  what  we  already  have. 

In  addition  to  introducing  die  Building  Moratorium,  I  asked  Roger  Johnson,  the  new 
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Administrator  of  the  GSA,  to  take  a  serious  look  at  why  the  projects  currently  being  designed 
by  the  federal  government  are  costing  so  much.   According  to  estimates  provided  to  me  by 
the  GSA,  the  construction  price  of  every  planned  federal  building  is  much  higher  than  that  of 
similar  construction  by  local  governments  or  the  private  sector.    I  think  it's  imperative  that 
we  find  out  if  these  projects  are  really  needed,  and  what  we  can  do  to  lower  their  costs. 
From  discussions  I  have  had  with  Administrator  Johnson,  I  know  he  is  very  interested  in 
putting  a  hold  on  federal  building  projects  currently  in  the  design  stage  until  we  can  conduct 
a  review  of  the  need  for,  and  the  costs  of  these  projects.    I  applaud  this  concern.   It  is  a 
refreshing  change  to  see  the  GSA  launch  an  aggressive  plan  to  critically  review  these  building 
projects. 

There  are  15  particular  projects  that  I  have  asked  Administrator  Johnson  to  pay  special 
attention  to.   These  are  some  of  the  most  expensive  projects  planned  for  federal  construction. 
One  of  them  is  proposed  for  my  own  state,  and  frankly  the  proposal  is  too  extravagant.    I 
hope  that  with  this  intensive  review,  we  can  save  some  taxpayers'  money  by  either 
downsizing  or  scrapping  those  projects  we  don't  need. 

I  am  especially  concerned  about  the  outrageous  costs  projected  for  two  particular  types  of 
federal  buildings.   The  first  are  the  border  stations.   These  structures  are  basically  just 
canopied  areas  with  little  actual  building  space.   Yet  9  out  of  the  14  planned  border  stations 
will  cost  the  taxpayer  over  $100  a  square  foot  -  more  than  four  times  the  cost  of  a  typical 
parking  garage,  and  even  more  expensive  than  the  national  average  for  a  20  story  office 
building  ($88  a  square  foot). 
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Projected  Average  Building  Cost 
By  Location 


Sacremento,  CA 
Santa  Ana,  CA 
Seattle,  WA 
Boston,  MA 
Long  Island,  NY 
Concord,  NH 
St.  Louis,  MO 


•-  ALL  $  Rounded 
**  -  ALL  $  Adjusted  with  location  factor 
***  -  Proposed  by  G.S.A. 

Office  of  Senator  Byron  Oorgan 

Source:  Means  Square  Foot  Costs.  1 993  edition 


$105 

$81 

$96 

$66 

$105 

*** 
$218 

$83 

$65 

$77 

$52 

$83 

*** 
$228 

$100 

$77 

$92 

$63 

$99 

*** 
$299 

$115 

$89 

$106 

$73 

$114 

*** 
$225 

$129 

$100 

$118 

$81 

$128 

*** 
$234 

$90 

$70 

$83 

$57 

$89 

*** 
$203 

$98 

$76 

$90 

$62 

$97 

*•* 
$202 

131 


UJ 

,  CO  — 

.    ;                                                  ■;■'■■          ..:..             .:-.    ■■                         ■-,-.■ 

-1  -1  "O 

o 

CO 

- 

FEDERA 
lURTHOI 
Propose 

CM 

u  — - 

o 

UJ 
CO  ^ 

3  >» 

CO 

o  5 

£55 

♦^ 

<& 

CC  co 

w 

3CN 

o 

o  w 

O 

O^r 

UJ 

tr 

0)0 

co 

.■ 

STOI 
itory) 

■  BMI        ^^™ 

</> 

H™ 

2  0> 

o.  2- 

UJ 

a 

'5  co 

5S- 

CO    C/> 

00 

FFICE 
20  Story) 

eTot 
t  per 

O  + 

c 
o 

■ 

U)W 

LO 

.-:' OTlS8r^aS^ r   _ 

-1  o 

UJ   ~ 

CD 

£8 

1-  CO 

O  *r 

a> 

0)  >^ 

> 

< 

2. 

uji 

c    o 
co  O 

O)  ^ 

©  8 

n- 

?*;^^^^^|** 

t° 

Q  £ 

o> 

;,%<fi^jjlfcS2?fiBfefc  jyy '*  v  :,S 

0.  CO 

£  a 

</* 

o   • 

°    — 

s-   ca 

S3SBk33?1Ks|  x2:- 

o  w 

1 1 t—          i             i 

«   g 

o 

o           o           o          o           o 

0)     Q) 

in 

o             io             O             lO             </> 

CO   g 

CM 

CM              t-               i-              V* 

o 

v> 

<&<&<& 

<->     CD 
CD     O 

shvtioq 

Offic 
Soui 

132 


TESTIMONY 
OF 

CONGRESSMAN  JOHN  J.  DUNCAN,  JR. 

RANKING  REPUBLICAN 
HOUSE  SUBCOMMITTEE  ON  PUBLIC  BUILDINGS  AND  GROUNDS 

SUBMITTED  TO  THE 

SENATE  GOVERNMENT  AFFAIRS  COMMITTEE 

OVERSIGHT  OF  GOVERNMENT  MANAGEMENT  SUBCOMMITTEE 


JULY  27,  1993 


133 


STATEMENT  OF  CONGRESSMAN  JOHN  J.  DUNCAN,  JR. 

Mr.  Chairman  and  Members  of  the  Subcommittee: 

I  appreciate  the  opportunity  to  participate  in  this  Subcommittee 
hearing  on  the  oversight  of  federal  property  management. 

I  applaud  the  Subcommittee  for  holding  these  hearings.  These 
hearings  are  of  great  importance  to  the  American  taxpayer  as  they 
examine  the  expenditure  of  billions  of  tax  dollars. 

My  research  and  experience  concludes  that  we  are  wasting  millions 
of  dollars  annually  in  several  areas  of  federal  property 
management:  (1)  the  construction  and  leasing  of  federal  office 
buildings,  (2)  the  construction  of  federal  court  houses  and,  (3) 
the  purchase  of  supplies  and  products  through  the  Federal  Supply 
Service  from  foreign-owned  companies  for  use  by  the  federal 
government. 

FEDERAL  OFFICE  BUILDINGS/ "SCORING  RULES" 

I  would  like  to  discuss  a  subject  area  which  I  believe  needs 
immediate  reform  to  stop  the  continued  waste  of  tax  dollars. 

We  must  insist  on  the  immediate  lifting  of  the  OMB  "scoring  rules" 
as  they  are  applied  to  federal  building  projects. 

The  application  of  "scoring  rules"  to  the  construction  of  public 
buildings  is  costing  the  taxpayers  millions  of  dollars. 

The  proposed  1.4  million  square  foot  office  building  project  in 
Atlanta  is  the  best  and  most  immediate  example  of  this  problem. 

I  and  others  Members  of  Congress  have  written  to  Mr.  Leon  Panetta, 
Director  of  the  Office  of  Management  and  Budget,  requesting  the 
lifting  of  the  "scoring  rules"  on  the  Atlanta  project. 

In  Atlanta,  due  to  the  "scoring  rules,"  the  federal  government  is 
about  to  waste  $475  million  on  the  lease  of  1.4  million  square  feet 
in  an  office  building  to  be  constructed  for  the  General  Services 
Administration  (GSA)  by  the  Downtown  Atlanta  Development  Authority. 

GSA  estimates  that  a  27  year  lease  of  this  facility  could  cost  $705 
million  with  no  federal  ownership  at  the  end  of  the  lease  due  to 
the  application  of  "scoring  rules"  to  this  lease. 

Without  the  "scoring  rules,"  GSA  could  obtain  similar  office  space 
in  downtown  Atlanta  for  approximately  $229  million,  retain 
ownership,  and  save  $475  million. 

This  is  a  ridiculous  situation  and  stands  to  be  repeated  over  and 
over  again  unless  we  remove  the  "scoring  rules"  from  application 
to  federal  public  building  projects. 
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What  makes  this  situation  even  more  ridiculous  is  the  fact  that 
Atlanta,  according  to  the  December  7,  1992  issue  of  Forbes 
magazine,  has  a  25%  office  space  vacancy  rate,  including  3  million 
square  feet  of  class  A  office  space  and  an  equal  amount  of  class 
B  space.  In  such  a  market  the  federal  government  is  in  a  strong 
bargaining  position  to  negotiate  a  very  favorable  deal  for  the 
American  taxpayer.  Many  newspapers,  periodicals  and  television  news 
shows  have  exposed  the  folly  of  this  situation,  including 
newspapers  in  the  Atlanta  area. 

Instead  of  soliciting  a  wide  range  of  proposals  from  developers, 
building  owners,  and  other  interested  parties,  GSA  is  directed  by 
legislation  to  negotiate  exclusively  with  the  Atlanta  Downtown 
Authority.  (1992  Treasury,  Postal  Service,  Executive  Office  of  the 
President,  and  Other  Independent  Agencies  Appropriations  Bill) . 

At  a  minimum,  the  "scoring  rules"  should  be  lifted  to  change  this 
proposed  lease  with  the  Atlanta  Downtown  Development  Authority  into 
a  lease/purchase  so  taxpayers  will  own  a  building  worth  somewhere 
between  $100  to  $300  million  at  the  end  of  the  27  year  lease 
period. 

Personally,  I  would  like  to  see  us  start  over  in  Atlanta.  We  should 
allow  GSA  to  solicit  bids  and  make  the  best  deal  possible  for  the 
taxpayer.  Such  a  solicitation  could  include  a  combination  of 
renegotiating  current  leases,  the  purchase  of  existing  buildings, 
and/or  the  design/build  construction  of  an  office  building. 

I  am  not  opposed  to  proceeding  in  a  manner  that  assists  Atlanta  in 
its  downtown  redevelopment  efforts.  However  the  primary  goal  must 
remain  to  develop  a  cost-effective  solution  to  meeting  the  office 
space  requirements  of  federal  agencies  in  Atlanta. 

On  July  20,  1993,  I  became  an  original  co-sponsor  of  H.R.  2680 
which  would  eliminate  application  of  the  "scoring  rules"  to  the 
construction,  purchase,  lease-purchase,  or  lease  of  federal  public 
buildings. 

Co-sponsors  of  this  legislation  include  Congressman  James 
Traficant,  Chairman  of  the  House  Public  Buildings  and  Grounds 
Subcommittee  where  I  serve  as  the  Ranking  Republican,  Congressman 
Bud  Shuster,  Ranking  Republican  on  the  Pull  House  Public  Works  and 
Transportation  Committee,  and  the  Chairman  of  the  Committee 
Congressman  Norman  Mineta. 

I  urge  that  we  continue  to  select  purchase  over  lease  in  most 
instances  as  we  move  forward  with  the  billion  dollar  public 
building  construction  program. 
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A  1989,  the  GAO  studied  43  GSA  office  space  leases  and  concluded 
that  the  federal  government  could  have  saved  $12  billion  had  it 
constructed  and  owned  these  facilities  instead  of  entering  into 
lease  arrangements. 

With  our  national  debt  at  $4.2  trillion  and  an  annual  budget 
deficit  of  $322  billion,  it  is  foolish  to  continue  to  lease  when 
it  is  clearly  more  cost  effective  to  build  and  have  ownership.  We 
can  do  better  for  the  American  taxpayer. 

FEDERAL  COURTS 

The  Federal  Court  system  is  another  area  where  we  need  to  closely 
examine  the  building  of  Taj  Mahals  for  Federal  judges  rather  than 
cost  effective  buildings  that  provide  the  judiciary  the  respect  it 
deserves  while  also  respecting  the  taxpayers  pocketbook  as  one  with 
limited  financial  resources  at  this  point  in  our  history. 

The  wasteful  expenditures  in  the  construction  of  federal 
courthouses  will  be  the  subject  of  hearings  by  the  Public  Buildings 
and  Grounds  Subcommittee  later  this  year.  I  believe  we  can  save 
millions  of  dollars  by  insisting  on  closer  scrutiny  of  the  cost  of 
these  court  facilities. 

I  applaud  the  newly  confirmed  GSA  Administrator,  Mr.  Roger  Johnson, 
for  proposing  a  moratorium  on  the  lease  and  purchase  of  federal 
offices  and  courts  until  he  and  his  staff  can  examine  these 
projects  to  insure  they  are  cost  effective.  It  is  possible  that 
this  review  could  save  the  taxpayers  millions  of  dollars. 

I  agree  with  Mr.  Johnson's  business  judgement  that  when  a  company 
or  agency  is  losing  millions  of  dollars  the  first  priority  should 
be  to  put  a  halt  on  capital  expenditures.  Capital  expenditures  is 
an  area  of  enormous  cost  and  should  be  the  first  place  to  stop 
spending  and  search  for  savings. 

With  the  cooperation  of  the  Congress  and  bold  initiatives  on  his 
part,  I  believe  the  Congress  and  Mr.  Johnson  can  work  together  to 
save  the  American  taxpayer  millions,  if  not  billions,  in  the 
management  of  federal  property  in  the  coming  years. 


PROCUREMENT  OF  GOODS  AND  PRODUCTS/ FEDERAL  SUPPLY  SERVICE 

In  June  of  1992,  I  completed  an  investigation  of  purchases  made  by 
federal  agencies  through  the  Federal  Supply  Service. 
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As  a  result  of  this  investigation  I  found  that  federal  agencies 
have  spent  at  least  $700  million  in  the  previous  five  years 
purchasing  products  from  foreign  suppliers  whose  own  governments 
in  many  cases  prohibit  or  make  it  difficult  for  American-owned 
companies  to  sell  their  products  to  their  government  agencies. 

This  research  revealed  the  fact  that  items  such  as  Louisville 
Slugger  baseball  bats,  envelopes,  snowmobiles,  typewriters,  chairs, 
vehicles,  cameras,  motorcycles,  and  gym  mats,  among  numerous  other 
items,  have  been  purchased  by  federal  agencies  from  foreign-owned 
companies  despite  the  fact  that  these  companies,  in  many  instances, 
were  not  the  low  bidder.  In  addition,  many  of  these  companies  are 
based  in  countries  which  do  not  allow  or  make  it  difficult  for 
American-owned  companies  to  sell  their  products  to  their  government 
agencies . 

When  asked  for  justification  for  such  purchases  by  federal 
agencies,  the  Federal  Supply  Service  claims  that  their  computers 
are  not  sufficiently  sophisticated  to  provide  detailed  reports 
detailing  the  justification  for  these  purchases  (see  attached 
article  which  appeared  in  the  June  22,  1992  edition  of  The 
Washington  Times. 

We  can  do  better  than  this  for  the  American  taxpayer  who  is  paying 
for  these  products  from  foreign-owned  companies.  I  am  not  opposed 
to  allowing  foreign  companies  to  compete  for  federal  contracts. 
However,  American  firms  must  have  the  same  opportunity  overseas . 
I  can  see  no  reason  to  buy  products  from  foreign-owned  companies 
when  American-owned  companies  can  supply  the  same  or  similar 
product  at  a  lower  or  competitive  price. 

I  hope  the  new  GSA  Administrator,  Mr.  Johnson,  who  is  an  expert  in 
the  use  of  computer-based  management,  will  look  into  this 
situation. 

Thank  you  for  this  opportunity  to  testify.  I  again  applaud  the 
Subcommittee  Members  for  holding  these  hearings  and  pledge  my 
cooperation  as  we  work  together  to  manage  federal  property  in  a 
manner  which  respects  the  fact  that  the  American  taxpayer  is  fed- 
up  with  wasteful  government  spending. 
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OFFICE  OF  THE  UNDER  SECRETARY  OF  DEFENSE 

WASHINGTON.  DC    20301-3000 


ACQUISITION 


9  SEP 


ie* 


Honorable  Carl  Levin 

Chairman,  Committee  on  Governmental  Affairs 

U.S.  Senate 

Washington,  DC  20510-6250 

Dear  Mr.  Chairman: 


:§&  \   3  199$ 


I  write  in  response  to  your  letter  of  August  4,  1993, 
regarding  the  recent  hearing  of  the  Oversight  of  Government 
Management  Subcommittee. 

Enclosed  are  the  responses  to  your  questions  on  federal 
property  disposal.   I  trust  they  will  be  of  assistance  to  you. 


Very  truly  yours, 


Sherri  Wasserman  Goodman 
Deputy  Under  Secretary  of  Defense 
(Environmental  Security) 


Enclosure 


cc:      Honorable  William  S.    Cohen 
Ranking  Minority  Member 


Environmental  Security  --  Defending  Our  Future 
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Question.  A  number  of  base  closings  have  resulted 
and  will  result  in  vacated  medical  centers  and/or 
clinics.   Have  you  had  discussions  with  the  Department 
of  Veterans  Affairs  or  other  federal  health  care 
organizations  such  as  the  Indian  Health  Service 
regarding  the  possible  transfer  of  these  facilities? 
If  so,  what  is  the  status  of  those  discussions? 

Ms.  Goodman.   The  Department  of  Defense  (DoD)  is 
working  closely  with  the  Department  of  Veterans  Affairs 
(VA)  and  other  Federal  agencies  to  allow  them  the 
opportunity  to  request  medical  facilities  at  closing 
bases  as  part  of  the  communities'  reuse  plan.   In  the 
past,  the  VA  was  interested  in  a  floor  of  the  Letterman 
Hospital  at  the  Presidio  of  San  Francisco,  California. 
They  only  wanted  to  use  it  for  office  space.   The  VA 
has  recently  stated  their  interest  in  the  hospital  at 
the  Naval  Training  Center  in  Orlando,  Florida.   They 
intend  to  use  it  as  a  nursing  home  and/or  clinic.   The 
Bureau  of  Prisons  successfully  requested  the  hospital 
at  Carswell  Air  Force  Base  as  the  Federal  prison 
hospital  in  the  State  of  Texas.   This  building  was 
relatively  new  and  met  the  requirements  of  the  Bureau 
of  Prisons  and  Federal  disposal  regulations  for 
transfer. 
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Question.   Your  written  testimony  states  that 
"there  could  be  sales  or  auctions  of  property  to 
developers  and  the  public."  Does  that  mean  there  are 
currently  no  plans  to  hold  auctions  should  no  agency 
express  interest  in  this  property? 

Ms.  Goodman.  The  sale  or  auction  of  property  to 
developers  and  the  public  are  options  available  to  the 
Department  of  Defense  when  disposing  of  base  closure 
property.   Some  of  the  stand-alone  housing  sites  closed 
as  a  result  of  the  1988  Base  Closure  Commission 
recommendations  have  been  sold  and  the  proceeds  placed 
in  the  Base  Closure  Account.  Property  will  be  disposed 
of  in  accordance  with  the  provisions  of  the  Property 
Act  and  in  such  a  manner  as  to  be  of  benefit  to  the 
local  community  in  furtherance  of  the  locally  developed 
reuse  plan. 
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Question.   In  analyzing  future  base  closings,  will 
DoD  take  into  consideration  the  cost  to  the  government 
as  a  whole,  rather  than  only  the  cost  to  DoD?  Does  DoD 
support  Section  2812  of  S.  1298,  the  Department  of 
Defense  Authorization  bill? 

Ms.  Goodman.   The  Department  of  Defense  (DoD)  does 
not  support  Section  2812  of  S.  1298,  the  Department  of 
Defense  Authorization  Bill,  which  would  require  DoD  to 
consider  non-DoD  costs  as  part  of  base  closure 
analysis.   DoD  would  be  unable  to  quantify  non-DoD 
costs  with  any  degree  of  certainty  or  accuracy  in 
advance.   DoD  has  no  way  of  knowing  who  will  eventually 
take  over  the  installation  in  question  during  the 
screening  process  and  hence  no  way  of  determining 
special  costs  to  other  Federal  agencies.  Also, 
economic  assistance,  whether  provided  by  the  Office  of 
Economic  Adjustment  or  other  Federal  agency  members  of 
the  President's  Economic  Adjustment  Committee,  would  be 
impossible  to  calculate  in  advance.   In  general, 
however,  they  are  similar  at  all  closing  bases. 

Two  examples  of  the  non-DoD  costs  in  question  are 
Medicare  and  rents  for  Federal  properties.   Medicare 
costs  are  not  included  in  the  DoD  cost  analyses  because 
the  total  Medicare  appropriation  is  not  expected  to 
significantly  change  return  on  investment  calculations 
for  any  closure  or  realignment  option.   Part  A 
(hospital  and  related  costs)  of  the  Medicare  program  is 
financed  by  Medicare  payroll  taxes.  Part  B 
(supplemental)  receives  only  an  annual  appropriation 
equal  to  the  difference  between  Part  B  costs  and  the 
monthly  premiums  paid  by  the  members/beneficiaries. 

In  the  case  of  rents  for  Federal  properties,  when 
the  Department  vacates  space  owned  by  the  Federal 
government,  the  space  is  again  available  for  rent. 
Future  rentals  are  not  the  responsibility  of  the 
Department.   The  impact  is  scenario  dependent  as  the 
Federal  government  would  lose  money  if  the  space  were 
to  remain  vacant  or  is  rented  for  less  money.   However, 
the  Federal  government  would  make  money  if  the  rent  is 
more  than  the  previous  DoD  tenant  was  paying. 
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General  Services  Administration 
Public  Buildings  Service 
Washington,  DC  20405 


The  Honorable  Carl  Levin 
Chairman,  Subcommittee  on 

Oversight  of  Government  Management 
Committee  on  Governmental  Affairs 
United  States  Senate 
Washington,  DC   20510-6250 

Dear  Mr.  Chairman: 

This  is  in  response  to  the  letter  of  August  4,  1993,  which  you 
co-signed  with  Senator  Cohen,  enclosing  additional  questions  for 
the  record  of  the  July  27,  1993,  hearing  before  the  Subcommittee 
on  Oversight  of  Government  Management. 

The  responses  to  the  follow-up  questions  are  enclosed.   The 
General  Services  Administration  (GSA)  is  pleased  to  provide  this 
additional  information  for  the  hearing  record. 

Thank  you  for  giving  GSA  the  opportunity  to  provide  testimony  on 
Federal  real  property  management.   1  can  assure  you  that  we  share 
your  concern  over  this  important  issue.   If  you  need  any 
additional  information,  please  telephone  me  on  (202)  501-1100. 

Sincerely, 


DAVID  L.  BIBB 
Assistant  Commissioner 
Office  of  Planning 


Enclosure 


a 
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GSA  RESPONSE 

1.    There  have  been  a  number  of  instances  when  GSA  has  entered 
into  sole  source  contracts  to  meet  the  government's  federal 
property  needs.   Could  you  provide  specific  examples  of  sole 
source  leases  and  provide  justification  for  sole  source 
arrangements? 

ANSWER  GSA  may  enter  into  sole  source  lease  contracts  under 
a  number  of  different  circumstances  such  as  those  described 
below.   (Sample  justifications  for  sole  source  lease  actions 
are  noted  below.) 

Succeeding  Leases  -  A  lease  for  the  continued  occupancy  of 
space  in  a  building  may  be  entered  into  when  a  cost-benefit 
analysis  has  been  conducted  and  the  results  indicate  that  an 
award  to  an  offeror  other  than  the  present  lessor  would 
result  in  substantial  relocation  costs  and  duplication  of 
existing  improvement  costs  to  the  Government  that  are  not 
expected  to  be  recovered  through  competition.   Typically, 
this  occurs  when  the  Government  has  made  a  significant 
investment  in  special  reguirements  to  meet  program  needs  in 
the  existing  space. 

Expansion  Leases  -  A  lease  may  be  modified  to  increase  the 
square  footage  when  the  Government's  requirements  for  space 
increase  at  an  existing  location  and  it  is  more  prudent  than 
satisfying  the  total  requirement  by  relocation.   If 
alternate  locations  are  available,  a  cost-benefit  analysis 
must  be  performed  as  for  succeeding  leases.   The  costs  of 
alternate  space,  moving,  duplicating  existing  improvements, 
the  unexpired  term  of  the  existing  lease,  and  disruption  to 
the  operation  of  the  Government  may  make  relocation 
infeasible. 

Extension  Leases  -  A  lease  term  may  be  extended  in 
situations  such  as  the  following: 

When  the  agency  occupying  the  leased  space  is  scheduled 
to  move  into  other  federally  controlled  space,  but 
unexpected  delays  are  encountered  in  preparing  the  new 
space  for  occupancy. 

When  unexpected  delays  which  are  outside  of  GSA's 
control  (i.e..  protests)  are  encountered  in  acquiring 
replacement  space. 

When  various  agencies  occupying  leased  space  are  being 
consolidated  and  it  is  necessary  to  extend  the  terms  of 
some  leases  to  establish  a  common  expiration  date. 
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New  Leases  -  New  leases  may  be  entered  into  through  sole 
source  negotiations  in  situations  such  as  the  following: 

When  expansion  space  cannot  be  acquired  at  the  existing 
location,  proximity  to  the  related  activity  is 
essential,  and  only  one  building  can  meet  all 
requirements . 

When  a  new  or  revised  Government  requirement  is 
functionally  restricted  by  its  mission  to  a  specific 
area  and  only  one  building  can  meet  all  requirements. 

When  declared  emergencies  dictate  an  unusual  and 
compelling  urgency  for  a  space  acquisition. 

When  disclosure  of  the  Government's  requirements  would 
compromise  national  security. 

When  a  statute  expressly  authorizes  or  requires  that 
the  lease  be  made  with  a  specified  source. 

Superseding  Leases  -  A  superseding  lease  may  be  entered  into 
to  replace  an  existing  lease  when  the  Government's 
requirements  under  the  existing  lease  have  changed 
substantially,  there  is  a  continuing  long-term  requirement 
for  the  space,  and  a  cost-benefit  analysis  supports  a  sole 
source  action. 
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2.    The  Buildings  Owners  and  Managers  Association  (BOMA)  has 

testified  that  GSA's  (lease)  policies  and  requirements  are 
unnecessarily  cumbersome  and  result  in  discouraging 
potential  bidders.   Are  there  currently  any  efforts  to 
change  the  requirements  to  make  them  less  cumbersome,  in 
such  a  way  as  to  encourage  more  bidders  to  compete  for 
Government  leases? 

ANSWER  We  are  currently  looking  into  ways  to  improve  our 
leasing  policies  and  procedures,  to  determine  how  they  can 
be  revised  and  streamlined  to  make  them  less  burdensome  to 
potential  lessors,  thus  encouraging  competition.  One  example 
is  that  we  are  working  with  BOMA's  space  measurement 
committee  to  explore  ways  to  make  space  measurement  methods 
compatible. 
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?fi,--S^i«!fat?rxJohn8°n  is  con*idering  a  -suspend  and 
review  proposal  for  new  construction  and  controversial 
leases.   What  is  the  status  of  Mr.  Johnson's  moratorium? 
Also,  xs  there  a  corresponding  effort  to  improve  GSA's 
process  for  approving  GSA's  construction  projects  and  leases? 

ANSWER  Administrator  Johnson  is  strongly  inclined  toward 
£!£  »2S3  fUCh  *  §roJe?*  "view  and  is  currently  examining 
the  methodology  and  available  options  for  conducting  it. 

Any  such  revaluation  of  projects  will  result  in  proposals  to 
change  those  parts  of  the  current  process  identified  as 
producing  less  than  optimal  decisions. 
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Office  space  obtained  by  GSA  must  meet  a  number  of  safety 
and  operational  requirements  such  as  Federal  fire  safety 
requirements  and  the  Americans  with  Disabilities  Act.   When 
developing  space  criteria  which  will  be  used  as  a  basis  for 
soliciting  bids,  it  is  my  understanding  that  GSA  does  not 
examine  whether  facilities  can  be  retrofitted  to  meet 
Federal  Building  standards  and  regulatory  requirements.   Why 
isn't  retrofitting  considered  when  much  of  the  existing 
space  can  be  retrofitted  at  less  cost  than  new  construction? 

ANSWER  Any  building  which  meets  or  can  be  altered  to  meet 
safety  and  operational  requirements  can  compete  for  GSA 
leases  as  long  as  they  are  willing  to  retrofit  their 
buildings  to  meet  the  "Uniform  Federal  Accessibility 
Standards"  (UFAS)  and  Federal  fire  and  life  safety  criteria. 
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When  agencies  approach  GSA  to  obtain  office  space,  to  what 
extent  does  GSA  critically  analyze  stated  space  needs  to 
determine  whether  what  an  agency  wants  is  what  it  truly 
needs?  - 

ANSWER  Federal  Property  Management  Regulation  (FPMR) 
Temporary  Regulation  D-76,  published  in  the  Federal  Register 
on  August  26,  1991,  contains  GSA  policy  for  developing 
agency  space  requirements.   it  specifies  that  GSA  and  the 
requesting  agency  jointly  develop  requirements  based  on  the 
functional  needs.   It  contains  utilization  rate  thresholds 
for  office  space  which  are  used  as  a  benchmark  to  measure 
the  efficiency  of  agency  space  requirements.   GSA  makes 
every  effort  to  ensure  that  the  amount  of  space  acquired  and 
assigned  represents  the  minimum  space  required  to  perform 
the  requesting  agency's  mission. 
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The  GAO  has  testified  that  GSA  needs  additional  purchase 
authority  to  be  able  to  take  advantage  of  opportunities  in 
the  current  real  estate  market.   if  you  were  granted 
additional  authority,  would  you  use  it  in  place  of  any  of 
the  current  construction  you  have  planned? 

ANSWER   If  GSA  had  additional  authority  and  a  suitable 
building  was  available,  GSA  would  conduct  an  economic 
analysis  to  compare  the  present -value  life  cycle  cost  of 
purchase  with  the  present-value  life  cycle  cost  of  Federal 
construction.   The  costs  of  stopping  the  project  already  in 
progress  would  be  factored  into  the  analysis.   If  the 
economic  analysis  demonstrated  that  the  purchase  would  be 
more  advantageous  to  the  Government  than  the  construction 
project,  GSA  would  recommend  purchase. 
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Arthur  Andersen  conducted  a  review  of  the  planned  Atlanta 
project  for  a  group  of  Atlanta  landlords  and  reported  that, 
if  the  project  continues,  annual  rent  paid  by  the  federal 
government  will  increase  from  $15  million  to  $26  million  and 
the  downtown  vacancy  rate  will  skyrocket  to  47  percent. 
Based  on  these  numbers,  how  does  GSA  justify  continuation  of 
this  project? 

ANSWER  Please  refer  to  the  July  27,  1993,  report  completed 
by  Ernst  &  Young  concerning  the  Atlanta  Federal  Center  (AFC) . 

The  Ernst  &  Young  report  concludes  that  the  development  of 
the  AFC  will  have  limited  or  no  adverse  impact  on  the  general 
health  of  the  City's  office  market.   Measured  in  terms  of 
total  rent  over  the  lease  term,  it  will  be  considerably  less 
expensive  to  lease  at  the  AFC  rather  than  leasing  in  the 
general  marketplace.   The  report  supports  continuation  of  the 
project. 
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8.   My  amendment  to  S.  714  called  on  0MB  to  make  recommendations 
as  to  how  GSA  and  other  Federal  agencies  can  be  more 
flexible  in  their  requirements  to  allow  the  Government  to 
consider  more  options  as  a  way  of  increasing  the  cost- 
effectiveness  of  real  property  management.   What  actions 
does  GSA  feel  would  be  appropriate  to  increase  the 
flexibility  of  requirements? 


ANSWER 


GSA  will  ensure  that  client  agencies  are  aware  of 


the  market's  ability  to  respond  to  their  special  space 
requirements,  and  will  work  with  and  strongly  encourage  them 
to  meet  these  needs,  when  appropriate,  in  space  that  is 
available  in  existing  facilities.   This  will  allow  a 
broader  range  of  space  procurement  options  so  that  more 
cost— effective  housing  solutions  can  be  proposed. 


\ 
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As  you  know,  many  groups  are  advocating  changing  the  budget 
scorekeeping  rules  as  a  way  of  improving  the  cost 
effectiveness  of  Federal  property  decisions.   What  specific 
changes  to  the  scorekeeping  requirements  would  you  recommend 
to  better  improve  the  cost-effectiveness  of  the  decisions 
GSA  makes  on  behalf  of  the  Government? 

ANSWER   The  scorekeeping  rules  limit  GSA's  ability  to 
acquire  an  equity  interest  in  real  property  through  capital 
leases  and  privately  financed  lease  purchase  arrangements. 
Revision  of  the  rules  which  accompanied  the  Budget 
Enforcement  Act  of  1990  is  needed  to  make  these  alternatives 
available.   Specifically,  the  requirement  for  upfront  budget 
authority  should  be  revised  for:  1)  leases  with  bargain 
price  purchase  options;  2)  leases  where  the  rental  stream 
exceeds  90  percent  of  the  fair  market  value  of  the  asset; 
and  3)  privately  financed  lease  purchases. 

A  more  effective,  long-term  approach  to  improving  capital 
investment  decisions  would  be  to  adopt  capital  budgeting  for 
the  acquisition  of  fixed  assets,  such  as  real  property.   The 
capital  budget  would  reflect  the  full  cost  of  the 
acquisition,  the  amount  and  timing  of  the  cash  required  (a 
cash  flow  budget),  and  the  impact  of  the  proposed  capital 
investment  on  the  operating  budget.   This  approach  requires 
planners  and  decision-makers  to  focus  on  both  the  costs  and 
the  benefits  of  the  acquisitions  over  the  long-term.   In 
addition,  a  capital  budget  reinforces  and  enhances  the  long- 
range  planning  process. 
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10.   In  general,  do  you  have  any  comments  or  observations 

regarding  ways  to  improve  GSA's  role  in  promoting  the  cost 
effectiveness  of  Federal  property  decisions? 


Currently,  GSA  must  define,  two  or  more  years  in 


ANSWER 

advance  of  a  space  acquisition,  the  proposed  method  of 
procurement  and  request  specific  authority,  such  as 
leasing,  from  the  Congress  to  execute  the  procurement.   If 
GSA  is  to  acquire  space  for  client  agencies  with  a  greater 
measure  of  cost-effectiveness,  additional  authorities  are 
necessary  to  provide  a  more  flexible  approach  to  the 
marketplace  at  the  time  of  the  procurement.   Such 
authorities  may  include  building  purchase,  lease  purchase, 
Federal  construction,  or  whatever  other  means  makes  optimal 
use  of  taxpayer— provided  resources  to  meet  client  needs. 
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Your  testimony  indicates  that  agency  rents  are  established 
by  commercial  appraisals.   However,  the  analysis  that 
Dr.  Sumichrast  presented  indicates  that  the  rent  per  square 
foot  paid  by  GSA  in  Washington  has  increased  well  over  100 
percent  since  1987,  while  rents  in  metropolitan  regions 
across  the  country  actually  have  declined  13  percent  over 
the  past  five  years.   How  do  you  explain  this  discrepancy? 

ANSWER  The  rental  rates  which  GSA  charges  Federal  agencies 
are  established  by  commercial  appraisals.   They  are 
separate  and  distinct  from  the  rental  rates  GSA  pays  to  its 
lessors. 

While  we  are  aware  of  certain  regional  markets  where  the 
average  rentals  paid  to  lessors  have  decreased  during  this 
time  period,  the  Washington,  DC,  market  has  not  experienced 
a  decrease  below  the  1987  rate.   Instead,  it  has  seen  a 
steady  increase  in  the  rental  rates  during  the  same  time 
period. 

The  average  cost  per  square  foot  paid  by  GSA  for  all  space 
leased  in  Washington  DC  has  increased  from  $13.54  on 
December  31,  1987,  to  a  rate  of  $23.30  as  of  August  31, 
1993,  a  72.1  percent  increase.   The  1987  average  rate 
included  leases  signed  in  the  late  1960 's  and  early  1970 's 
at  very  favorable  rates.   For  example,  the  average  rate 
paid  by  GSA  for  the  1,734,748  square  feet  leased  in  the 
Nassif  building  (DOT)  was  $5.00  per  square  foot.   The 
Nassif  building  alone  contained  over  11  percent  of  the 
total  leased  in  Washington  DC  by  GSA  in  1987.   In  1987  GSA 
also  had  a  lease  for  878,294  square  feet  in  Waterside  Mall 
(EPA)  at  $5.59  per  square  feet.   Since  1987,  these  and 
other  low-cost  leases  expired  and  had  to  be  replaced  at 
rates  closer  to  the  true  market  rate.   The  72.1  percent 
increase  in  rates  paid  by  GSA  in  Washington,  DC,  since  1987 
is  very  deceptive  since  it  is  based  on  an  average  initial 
rate  that  was  extremely  low. 

It  should  be  noted  that  the  Washington,  DC,  area  enjoys  one 
of  the  lowest  vacancy  rates  in  the  country.   For  the  first 
quarter  of  1993,  downtown  DC  had  a  vacancy  rate  of 
10.5  percent  according  to  the  Realty  Information  Group, 
Inc.,  and  CB  Commercial  Real  Estate  Group,  Inc.   This 
vacancy  rate  is  3  percent  lower  than  the  same  quarter  in 
1992  (information  from  Cushman  &  Wakefield) .   GSA  and  other 
major  lessees  are  faced  with  the  difficulty  of  locating 
larger  blocks  (over  100,000  square  feet)  of  contiguous  space 
in  single  buildings.   Presently,  only  800,000  square  feet  of 
space  is  being  developed  in  a  market  which  contains 
98  million  square  feet  of  rentable  office  space.   Needless 
to  say,  Washington,  DC,  is  a  unique  market  for  GSA  to 
operate  within  and  procure  office  space. 
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12.   You  testified  that,  "the  immediacy  of  a  need  may  dictate  a 

housing  solution  that  is  not  necessarily  optimal  from  a  cost 
standpoint."   Are  there  other  factors  that  contribute  to 
solutions  which  are  not  optimal  from  a  cost  standpoint? 

ANSWER   The  scorekeeping  rules  as  defined  by  the  Conference 
Report  accompanying  the  Budget  Enforcement  Act  of  1990  and 
the  treatment  of  Federal  Financing  Bank  transactions 
effectively  prevent  GSA  from  taking  advantage  of  cost 
effective  alternatives  for  housing  Federal  agencies,  by 
limiting  the  options  available  to  GSA  for  acquiring  real 
estate.   In  many  instances,  the  precluded  options  may  have 
resulted  in  cost  savings  to  the  Government  either  as  a 
result  of  the  economies  of  Federal  ownership,  or  the  optimal 
structuring  of  long— term  leases. 
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13.   You  testified  that  base  closure  property  is  made  available 
to  Federal  agencies  through  the  current  process  of  having 
agencies  report  the  excess  to  GSA  and  then  having  GSA  notify 
other  Federal  agencies  of  its  availability.   However,  DoD 
testified  that  GSA  has  delegated  its  disposal  authority  to 
DoD  for  base  closure  properties.   Has  GSA  delegated  its 
disposal  authority  to  DoD  for  base  closure  property? 

ANSWER  The  Administrator,  GSA,  delegated  to  the  Secretary 
of  Defense  the  authority  to  dispose  of  base  closure 
property.   Each  Service  has  established  its  own  internal 
group  to  carry  out  the  disposals,   in  disposing  of  property, 
DoD  is  required  to  follow  the  provisions  of  the  Federal 
Property  and  Administrative  Services  Act  of  1949. 
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14.   As  discussed  at  the  hearing,  please  provide  the  answer  to 
the  following  question  with  regard  to  the  relocation  of 
Federal  agencies,  including  the  U.S.  Attorney's  Office  in 
Houston,  Texas:   What  other  agencies  will  be  located  in  the 
new  building  with  the  U.S.  Attorney's  Office? 

ANSWER  Space  is  being  leased  at  the  new  building  based  on 
requirements  submitted  by  the  U.S.  Attorney's  Office  only. 
There  are  no  plans  at  this  time  to  satisfy  any  other 
agency's  space  requirements  at  the  building  to  be  occupied 
by  the  U.S.  Attorney. 
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15.   At  the  hearing  you  referred  to  a  draft  report  which  has  been 
prepared  by  Ernst  &  Young,  analyzing  the  current  market 
conditions  in  Atlanta  and  the  planned  construction  of  a  new 
Federal  building  on  the  site  of  the  old  Rich's  Department 
Store.   Please  provide  a  copy  of  the  report  and  any  relevant 
documents. 

Answer  Enclosed  is  a  copy  of  the  report  prepared  by 
Ernst  &  Young  regarding  the  development  of  the  Atlanta 
Federal  Center. 


70-781  0-94-6 
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=U Ernst  &  Young 

July  27.  1993 


Mr.  Richard  W.  Padgett 

President 

Downtown  Development  Authority 

230  Peachtree  Street,  NW 

Suite  1650 

Atlanta,  GA  30303 

Dear  Mr.  Padgett: 

Per  your  request,  Emst  &  Young  is  pleased  to  provide  you  with  a  summary  of  our  conclusions 
to  date  regarding  the  development  of  the  Atlanta  Federal  Center,  an  office  building  anticipated 
to  house  8,000  federal  employees,  to  be  located  on  the  site  of  the  vacant  Rich's  Department 
Store  in  downtown  Atlanta.  The  former  Rich's  Department  Store  is  currently  the  largest  vacant 
building  in  downtown  Atlanta. 

The  financial  analyses  contained  in  the  report  are  not  considered  to  be  a  "forecast"  or 
"projection"  as  those  terms  are  defined  by  the  American  Institute  of  Certified  Public 
Accountants  (AICPA).  As  used  in  this  report,  such  terms  relate  to  broad  and  generally 
perceived  expectations  of  future  events  or  market  conditions.  All  such  estimates  and 
assumptions  are  inherently  subject  to  uncertainty  and  variations  depending  on  the  unfolding  of 
future  events  that  cannot  be  accurately  foreseen.  Consequently,  we  will  not  represent  these 
estimates  as  results  that  will  be  achieved.  Actual  results  may  vary  materially  from  projections. 

Our  estimates  are  based  on  general  economic  conditions  as  they  existed  on  the  date  of  the 
analysis  and  will  not  include  an  estimate  of  the  potential  impact  of  any  sudden  or  sharp  rise  or 
decline  in  general  economic  conditions.  Events  and  transactions  that  may  have  occurred 
subsequent  to  the  effective  date  of  our  opinion  will  not  be  considered.  We  are  not  responsible 
to  update  or  revise  this  report  based  on  such  subsequent  events,  although  we  would  be  pleased 
to  discuss  with  you  the  need  for  revisions  that  may  be  occasioned  as  a  result  of  changes  which 
occur  after  that  date. 

In  the  course  of  this  assignment,  Emst  &  Young  has  met  with  various  government  and  civic 
officials  including  management  of  Underground  Atlanta.  We  have  toured  the  proposed  site 
area  as  well  as  the  general  Center  City  market  area.  We  have  reviewed  documents  provided  to 
us  by  the  General  Services  Administration  (GSA),  the  Downtown  Development  Authority  and 
others.  In  addition  we  have  researched  and  evaluated  office  market  conditions  including  but 
not  limited  to  reviewing  reports  developed  by  noted  industry  experts  and  interviewing  local 
brokers  concerning  the  health  and  general  conditions  of  the  office  marketplace. 

Our  conclusions  are  summarized  below  with  a  brief  explanation  of  the  methodology  and  logic 
utilized  to  reach  those  conclusions: 

•  The  development  of  the  Atlanta  Federal  Center  (AFC)  scheduled  to  open  in  1997  will 
have  limited  or  no  adverse  impact  on  the  general  health  of  the  City's  office  market 
(including  Downtown  and  Midtown  Atlanta). 
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Without  the  development  of  the  Atlanta  Federal  Center  by  1997,  the  market  will  be 
below  stabilized  occupancy,  and  the  GSA  will  have  limited  or  no  choices  available  to 
them  in  the  Downtown  or  Midtown  Atlanta  market.  The  market  is  anticipated  to 
provide  few  opportunities  to  meet  the  agencies'  prescribed  needs.  Therefore,  it  is  likely 
that  these  agencies  will  either  move  out  of  the  City  into  suburban  locations  (where  more 
abundant  and  usable  space  is  available)  or  be  forced  to  build  to  meet  their  needs. 

Although  Emst  &  Young  believes  that  the  market  will  offer  few  alternatives  to  the 
agencies  seeking  to  find  space  in  the  market  in  1997,  we  have  estimated  what  the 
market  rental  costs  will  be  if  the  agencies  were  to  pursue  the  "status  quo"  option. 
Utilizing  the  Federal  Government  computerized  occupancy  cost  model  (TAPS)  to 
compare  the  options  of  leasing  in  the  market  (status  quo)  in  existing  buildings  to  the 
consolidated  lease  arrangement  at  the  Atlanta  Federal  Center,  we  have  found  a 
significant  difference  in  pursuing  each  of  the  options.  Ernst  &  Young's  estimate 
indicates  that  (measured  on  a  30-year  present  value  basis)  it  will  be  approximately 
$32.4  million  less  expensive  to  the  Federal  Government  to  lease  at  the  AFC  rather  than 
leasing  in  the  general  marketplace. 

Measured  in  terms  of  total  rent  (the  sum  of  all  rent  payments  over  a  27-year  lease  term, 
not  on  a  present  value  basis),  it  will  be  approximately  $165  million  less  expensive  to 
the  Federal  Government  to  lease  at  the  AFC  rather  than  leasing  in  the  general 
marketplace.  This  is  based  on  the  assumption  of  a  27-year  fixed  rent  at  the  AFC  versus 
escalating  market  rents  in  the  general  marketplace,  assuming  a  conservative  3%  annual 
increase  in  market  rental  rates  and  ten-year  lease  terms. 

Developing  the  AFC  provides  federal  employees  with  significantly  more  than  quality 
office  space.  The  construction  of  a  new,  Class  A  build-to-suit  office  building  will  meet 
several  of  the  GSA's  housing  goals,  including  a  more  efficient  use  of  space.  Federal 
agencies  will  be  able  to  utilize  modem  systems  furniture  more  efficiently,  effectively 
reducing  their  total  space  needs  on  a  per-person  basis.  In-house  access  to  day-care,  a 
fitness  center,  cafeteria,  conference  space,  secure  parking,  and  other  "joint"  amenities 
provides  a  higher  value  to  the  government  employee  than  that  which  would  be  offered 
by  the  general  marketplace. 

AFC  development  proximate  to  existing  federal  buildings  (Richard  B.  Russell  Federal 
Building,  the  U.S.  Court  of  Appeals  Building  and  the  Martin  Luther  King,  Jr.  Federal 
Building)  will  arguably  serve  to  enhance  and  protect  these  federal  investments. 

Although  fiscal  benefits  which  are  projected  to  accrue  to  this  project,  if  developed,  are 
not  insignificant—the  Final  Environmental  Impact  Statement,  Atlanta  Federal  Center 
(May  1993,  Louis  Berger  &  Associates,  Inc.)  estimates  a  total  local  multiplier  affect  of 
$68.6  million— these  apparent  fiscal  results  pale  in  comparison  to  the  overall  positive 
impact  we  believe  the  development  of  the  AFC  will  have  in  Downtown  Atlanta. 

Emst  &  Young  believes  that  the  long-term  commitment  of  8,000  employees  is  critical  to 
stabilizing  and  enhancing  the  Downtown  area.  It  meaningfully  demonstrates  to  area 
landowners,  residents  and  merchants  that  this  area  will  get  stronger  and  will  thrive.  It 
creates  significant  opportunities  to  enhance  the  stores  on  Peachtree  Street  and  perhaps 
most  importantly,  the  City's  investment  in  Underground  Atlanta,  a  major  retail  center 
with  over  200,000  square  feet  of  shops  and  restaurants.  These  federal  employees  will 
provide  a  permanent  anchor  to  a  vacant  site  and  will  clearly  provide  opportunity  to 
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enhance  the  attractiveness  of  this  area  to  Atlanta  residents  as  well  as  conventioneers  and 
tourists. 


and 


tourists. 

A  summary  of  the  questions  which  we  have  been  asked  to  address  and  the  methodology 
logic  used  to  reach  our  conclusions  (to  date)  follows: 

/.  What  is  the  state  of  Atlanta's  commercial  office  market,  and.  what  will  the  likely  impact 

of  the  project  be  on  the  office  marketplace? 

Metropolitan  Atlanta  represents  the  largest  concentration  of  office  space  in  the  entire  Southeast. 
As  of  the  Second  Quarter  of  1993.  Metropolitan  Atlanta  had  approximately  87.5  million  square 
feet  of  office  space  with  a  market  vacancy  of  approximately  19  percent  Over  the  past  ten  years 
the  Adanta  market  has  grown  at  a  rate  of  nearly  5.0  million  square  feet  per  year.  As  with  other 
markets,  space  continues  to  be  recycled  with  newer  space  replacing  older  space  and  older  space 
either  being  renovated  or  removed  from  the  marketplace  because  of  general  obsolescence  and 
decay. 

The  attached  map  puts  the  metropolitan  market  into  better  perspective.  The  City  of  Adanta  has 
three  major  recognized  submarkets.  Downtown,  Midtown  and  Buckhead.  The  "Center  City" 
market  (including  Downtown  and  Midtown  submarkets)  accounts  for  just  over  one-quarter  of 
the  total  market  space,  with  most  of  that  space  located  in  the  Downtown  area. 

Overall,  the  most  recent  results  of  market  absorption  in  the  Center  City  sub-market  are 
encouraging,  with  a  net  absorption  of  almost  800,000  square  feet  through  the  Second  Quarter, 
1993  (annualized  to  over  1.5  million  square  feet).  The  recent  trend  of  tenants  vacating  Class  B 
space  for  Class  A  space  continues,  however,  with  the  Downtown/Midtown  market  showing 
minimal  net  absorption  of  older.  Class  B  space  through  the  Second  Quarter,  1993. 

Exhibit  I  illustrates  the  likely  impact  of  this  project  on  the  Center  City  office  market.  Tracked 
on  this  chart  for  the  years  1993  through  1997  is  the  total  existing  estimated  office  inventory  of 
Class  A  and  Class  B  space,  of  which  approximately  22.7  percent  is  currently  vacant 

There  are  no  office  projects  currently  proposed  or  under  construction  in  the  Downtown  Atlanta 
marketplace  other  than  the  1997  development  of  the  Atlanta  Federal  Center.  Therefore, 
evaluating  the  impact  on  the  overall  marketplace  becomes  an  exercise  of  projecting  how  much 
space  is  likely  to  be  absorbed  annually  and  then  estimating  effective  annual  vacancy  with  and 
without  the  addition  of  nearly  1.5  million  square  feet  of  rentable  space  in  1997,  represented  by 
the  proposed  Adanta  Federal  Center. 

Emst  &  Young  has  estimated  annual  average  Center  City  office  absorption  at  approximately 
1.3  million  square  feet  annually  through  1997.  This  estimate  is  based  on  employment 
projections  through  2005  as  developed  by  the  Georgia  Department  of  Labor  and  derivations  of 
office  space  requirements  based  on  office  user  ratios  by  major  industry  category  employment 
estimates  as  developed  through  Census  Bureau  data.  In  our  absorption  analysis,  however,  we 
used  a  more  conservative  assumption  of  1.0  million  square  foot  absorption  annually  in 
consideration  of  near-term  projections  by  industry  experts  and  recent  market  performance. 

As  Exhibit  1  illustrates,  although  current  vacancy  is  estimated  at  22.7%  with  5.5  million  square 
feet  of  space  available  on  the  Class  A  and  Class  B  Center  City  submarket,  lack  of  construction 
and  continued  absorption  over  1.0  million  square  feet  per  year  will  likely  result  in  a  market 
with  stabilized  occupancy  as  soon  as  1996.  According  to  these  estimates,  without  the  advent 
of  the  Adanta  Federal  Center,  by  the  end  of  1997  only  1.5  million  square  feet  will  be  available 
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in  the  market,  resulting  in  a  market  vacancy  of  just  over  6%.  This  is  considered  to  be  below  a 
stabilized  level  of  market  vacancy,  which  would  most  likely  result  in  significant  rent  increases 
and  limited  opportunities  for  large-space  users  such  as  the  GSA.  As  Scenario  II  at  the  bottom 
of  Exhibit  1  indicates,  even  with  the  addition  of  the  Atlanta  Federal  Center,  the  market  is 
estimated  to  be  1 1.8%  vacant  by  the  end  of  1997,  or  considered  to  be  at  or  near  stabilization.  It 
seems  clear  that  even  with  the  development  of  the  AFC,  additional  construction  will  be  required 
in  the  Downtown  Midtown  markets  to  satisfy  demand. 

//.  Is  the  development  of  the  Atlanta  Federal  Center  by  the  city  in  conjunction  with  a  fee 
developer  and  the  subsequent  leasing  of  the  project  for  27  years  to  the  Federal 
Government  a  sound  business  decision  for  the  Federal  Government? 

To  address  this  issue  requires  defining  the  parameters  of  the  Federal  Government's  decision 
and  then  weighing  those  parameters  based  on  market  offerings.  As  is  indicated  in  Exhibit  2, 
various  Federal  Government  agencies  face  lease  expirations  simultaneously,  primarily  in  1997. 
These  agencies'  individual  office  space  requirements  range  from  over  50,000  square  feet  to 
nearly  300,000  square  feet  with  a  total  requirement  of  over  1.1  million  square  feet. 

Agency  Leasing  Parameters 

In  addition  to  "total  area"  needs,  agencies  have  additional  requirements  for  which  they  are 
searching,  some  of  which  are  highly  desired  to  maximize  efficient  operations  (including  the 
ability  to  utilize  systems  building  furniture)  while  others  are  legislatively  mandated: 

As  stated  in  the  Solicitation  for  Offers  (SFO-RGA92250)  dated  June  1.1,  1992,  (which 
according  to  GSA  described  typical  space  selection  criteria): 

•  "The  space  offered  should  be  located  in  a  new  or  modem  office  building.. .the  building 
should  have  energy  efficient  windows  or  glass  areas  consistent  with  the  structural 
integrity  of  the  building...if  not  in  a  new  or  modem  office  building,  the  space  offered 
should  be  in  a  building  that  has  undergone.. .first  class  restoration  or  adaptive  reuse  for 
office  space  with  modem  conveniences." 

•  "It  is  the  GSA's  policy  to  lease  space  which  does  not  expose  the  occupant  to  undue 
safety  and  environmental  risks.. .buildings  to  be  constructed  must  fully  meet  with  the 
new  construction  requirements  of  the  Uniform  Federal  Accessibility  Standards  (UFAS) 
(Federal  Register  Vol.  49,  No.  153,  August  7,  1984)." 

•  "Ceilings  must  be  at  least  8'0"  and  no  more  than  1  TO"  measured  from  floor  to  the 
lowest  obstruction.  Areas  with  raised  flooring  must  maintain  these  ceiling  height 
limitations  above  the  finished  raised  flooring." 

•  "A  minimum  floor  plate  requirement  of  approximately  20.000  square  feet ..." 

•  "Buildings  in  which  space  is  offered  for  lease  will  be  evaluated  by  the  government  to 
determine  whether  or  not  an  acceptable  level  of  safety  is  provided.  This  evaluation  will 
consider  the  potential  for  loss  of  life,  loss  of  federal  property,  and  business 
interruption...Buildings  have  remote  exits,  sprinkler  systems,  interior  finishes  with  low 
flame  spread  ratings...and  conform  to  General  Services  Administration  Guidance 
(which  is  based  on  Environmental  Protection  Agency  Guidance)  on  asbestos,  radon, 
and  indoor  air  quality,  will  generally  be  acceptable  to  the  government  from  a  safety  and 
environmental  viewpoint" 
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In  addition  to  the  agency  directives  concerning  the  nature  of  the  space  which  they  desire  to 
lease,  certain  locational  parameters  apply  to  federal  site  decisions.  According  to  Executive 
Order  12072-Tederal  Space  Management,  1-1  Space  Acquisition": 

•  1-101.  "Federal  facilities  and  federal  use  of  space  in  urban  areas  shall  serve  to 
strengthen  the  nation's  cities  and  to  make  them  attractive  to  live  and  work.  Such  federal 
space  shall  conserve  existing  urban  resources  and  encourage  the  development  and 
redevelopment  of  cities; 

•  1-102.  "Procedures  for  meeting  space  needs  in  urban  areas  shall  give  serious 
considerations  to  the  impact  site  selection  will  have  on  improving  the  social,  economic, 
environmental,  and  cultural  conditions  of  the  communities  in  the  urban  area" 

•  1-103.  Except  where  such  selection  is  otherwise  prohibited,  the  process  for  meeting 
federal  space  needs  in  urban  areas  shall  give  first  consideration  to  a  centralized 
community  business  area  and  adjacent  areas  of  similar  character,  including  other 
specific  areas  which  may  be  recommended  by  local  officials." 

Space  Availability  Analysis 

Assuming  the  Atlanta  Federal  Center  is  not  built.  Federal  Government  space  requirements  (of 
at  least  1.5  million  rentable  square  feet  by  1997),  will  represent  (as  estimated)  nearly  100 
percent  of  total  available  supply  in  the  Downtown  and  Midtown  areas  in  1997  (see  Exhibit  1, 
Scenario  I).  Clearly,  if  the  Federal  Government's  requirements  represent  100  percent  of  total 
available  supply  of  Class  A  and  Class  B  space,  market  leasing  alternatives  would  be  severely 
restricted. 

Currently  there  are  only  18  buildings  in  the  Downtown/Midtown  area  which  have  at  least 
18,000  square  feet  of  contiguous  space  and  are  recognized  as  being  of  high  quality  (Class  A). 
In  addition,  the  market  currently  offers  an  additional  30  buildings  which  are  of  lesser  quality 
(Class  B)  and  which  may  not  meet  many  of  the  criteria  desired  and  mandated  by  the  agencies. 
The  appearance  of  48  space  alternatives  in  1993  is  exceedingly  deceptive.  For  example,  the 
entire  Class  A  and  Class  B  markets  in  1993  only  offer  three  contiguous  space  alternatives  for 
EPA,  DOL  and  HHS,  the  agencies  with  the  largest  space  requirements.  Exhibit  3  illustrates 
this  point  further,  showing  that  if  the  20,000  square  foot  floor  plate  request  is  taken  into 
consideration,  fewer  than  14  market  opportunities  exist  with  only  10  in  newer,  Class  A 
buildings. 

An  alternative  way  to  consider  the  issue  of  space  availability  is  to  postulate  the  amount  and  type 
of  space  which  is  likely  to  be  available  in  1997,  rather  than  that  which  is  available  today. 
Assuming  at  least  4.0  million  square  feet  is  absorbed  over  the  time  period  1993  to  1997,  (of 
both  Class  A  and  Class  B  space),  it  is  reasonable  to  assume  that  about  twenty  percent  of  this 
space,  or  800,000  square  feet,  will  be  taken  from  buildings  which  have  more  than  19,000 
square  feet  of  contiguous  space  and  which  have  floorplates  of  at  least  20,000  square  feet.  (As 
shown  in  Exhibit  3.  buildings  which  currently  meet  the  GSA's  criteria  offer  a  total  of 
1,1 13,026  square  feet  of  vacant  space,  or  about  20  percent  of  the  total  available  square  feet  in 
Downtown  and  Midtown.)  Therefore,  it  is  reasonable  to  assume  that  by  1997,  only  313,000 
square  feet  of  space  which  meets  all  of  the  GSA's  requirements  will  be  available  in  the  general 
marketplace,  which  is  only  a  fraction  of  the  1.5  million  rentable  square  feet  the  GSA  will  need. 
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The  best  illustration  of  the  limited  opportunities  currently  available  to  the  GS  A  is  a  summary  of 
a  typical  lease  transaction.  In  a  recent  advertisement  for  the  Department  of  the  Interior,  Fish 
and  Wildlife,  the  GSA  requested  60,000  net  usable  square  feet  of  office  and  related  space  in 
Atlanta,  with  minimum  floor  plates  of  20,000  square  feet.  The  delineated  area  included  most 
of  metropolitan  Atlanta,  most  of  the  City  sub-markets  (Downtown,  Midtown  and  Buckhead)  as 
well  as  the  suburban  Northlake  office  markets. 

Of  the  19  responses  GSA  received  (by  landlords  interested  in  attracting  the  agency  to  their 
respective  buildings),  twelve  were  eliminated--due  to  inadequate  square  footage,  insufficient 
ceiling  height,  non-contiguous  space,  and  locations  outside  the  delineated  area  or  in  light 
industrial  areas.  Of  the  remaining  seven  properties  considered,  SFOs  were  sent  to  six 
landlords  and  only  three  initial  offers  were  received:  one  Downtown  and  two  suburban 
properties.  Unfortunately,  the  only  Downtown  property  remaining,  the  Inforum,  had  to 
remove  its  offer  because  of  an  inability  to  locate  "retail  office"  tenants  in  its  175,000  square  feet 
of  available  space. 

The  net  result  of  this  space  solicitation  is  that  the  Department  of  Fish  and  Wildlife  could  find  no. 
space  within  the  city  limits  in  which  to  locate  and  therefore  will  be  moving  to  a  suburban 
property.  It  is  worth  pointing  out  that  this  is  not  an  isolated  incident.  Rather,  in  the  last  three 
solicitations  for  space  developed  by  GSA  on  behalf  of  the  FBI,  GAO  and  DOI  the  net  result 
remained  the  same.  The  City  lost  these  employees  to  the  suburban  market  and  despite  all  of  the 
space  seemingly  available,  no  reasonable  offers  were  able  to  be  entertained  from  office 
buildings  within  the  city  limits. 

Cost  Analysis 

The  Automated  Prospectus  System  (TAPS)  is  a  computer  program  used  to  assist  government 
planners  in  a  wide  variety  of  decision  making  situations.  It  provides  the  Government  with  the 
means  to  quickly  and  effectively  develop  cost  analysis  regarding  various  office  "housing" 
alternatives.  For  comparability  purposes,  this  model  was  utilized  to  evaluate  the  cost  of  the 
two  options  available  to  the  government  to  fulfill  space  needs-status  quo  leasing  and  lease 
consolidation  into  the  proposed  Atlanta  Federal  Center.  Both  scenarios  were  compared  based 
on  the  30-year  present  value  cost  of  each  alternative. 

1.         Status  Quo 

The  status  quo  scenario  rests  on  the  following  major  assumptions: 

•  The  agencies  which  are  planned  to  move  into  the  proposed  Atlanta  Federal  Center  fulfill 
their  current  leases.  At  the  time  their  leases  expire,  each  agency  will  go  to  the  market, 
and  through  competitive  bid  fill  their  space  requirements  at  market  rent 

•  Market  rent  for  Class  A  buildings  in  Downtown  and  Midtown  Atlanta  which  meet  the 
agency's  basic  space  requirements  (i.e.,  floor  plate  of  at  least  20,000  square  feet)  is 
based  on  an  average  of  current  (1993)  alternatives  at  $18.71  (fully  serviced  effective 
rent)  per  rentable  square  foot  (see  Exhibit  5).  The  market  rent  is  assumed  to  escalate, 
as  will  expenses,  at  an  average  annual  rate  of  3%  over  the  projection  period.  However, 
increases  in  full  service  rents  only  occur  at  the  initiation  of  each  lease. 

•  Leases  are  assumed  to  be  re-negotiated  every  10  years. 

The  30  year  present  value  cost  of  this  scenario  is  $457.948,000. 


164 
HI  Ernst  &  Young 

2.         Atlanta  Federal  Center  (Lease  Consolidation) 

The  lease  consolidation  scenario  is  based  on  these  major  assumptions: 

•  The  agencies  which  are  planned  to  move  into  the  Atlanta  Federal  Center  will  fulfill  their 
current  leases.  At  the  time  their  leases  expire,  each  agency  will  fill  their  space 
requirements  in  the  new  building.  The  building  will  be  fully  occupied  by  year-end 
1997. 

•  Net,  net  rent  is  fixed  for  27  years  at  $19  per  occupiable  square  foot  (or  $16.81  per 
rentable  square  foot).  This  is  the  absolute  maximum  base  rent  the  GSA  can  pay.  In 
addition,  operating  expenses  are  estimated  at  $3.22  per  square  foot,  based  on  the  actual 
experience  of  the  GSA  in  managing  other  buildings. 

•  A  re  starve  account  of  $  1 .84  per  square  foot  is  charged  as  additional  lease  costs  annually 
to  allow  for  tenant  replacement/finish  over  the  27 -year  lease  term. 

•  A  credit  adjustment  of  $0.49  per  occupiable  square  foot  has  been  considered  in  the 
analysis  to  account  for  parking  revenues  attributable  to  the  2,200  project  parking 
spaces.  The  total  amount  of  this  credit  is  based  on  actual  experience  of  the  GSA  at  the 
Peachtree  Summit  Building. 

•  Total  occupiable  square  footage  equals  1.376,000  square  feet 
The  30- year  present  value  cost  of  this  scenario  is  $425,532,000. 

According  to  the  TAPS  model,  lease  consolidation  into  the  Atlanta  Federal  Center  is  the  least- 
cost  alternative  by  a  margin  of  $32,416,000.  In  addition  to  this  significant  cost  savings,  it  is 
our  opinion  that  this  analysis  significantly  understates  the  quality  of  this  decision  for  the 
Federal  Government: 

•  Although  the  analysis  assumes  leasing  at  market  rent  under  the  status  quo  scenario, 
Ernst  &  Young's  evaluation  has  shown  that  there  will  likely  be  little  or  no  space 
available  (in  the  Downtown  oi  Midtown  sub-markets)  to  truly  meet  federal  needs. 

•  Developing  the  AFC  provides  federal  employees  with  significantly  more  than  quality 
office  space.  The  construction  of  a  new  build-to-suit  Class  A  building  will  meet  several 
of  the  GSA's  housing  goals,  including  a  more  efficient  use  of  space.  In-house  access 
to  day-care,  a  fitness  center,  cafeteria,  conference  space,  secure  parking,  and  other 
"joint"  amenities  provides  a  higher  value  to  the  government  employee  than  that  which 
would  be  offered  by  the  general  marketplace. 

•  The  proposed  site  of  the  Atlanta  Federal  Center  is  more  important  to  the  CBD  and  the 
Federal  Government  than  is  suggested  by  replacing  two  city  blocks  of  vacant 
Downtown  space  with  a  new  Federal  Building.  The  Federal  Government  owns  several 
structures  in  the  area,  and  the  development  of  the  AFC  helps  to  anchor  and  support 
federal  investment  Further,  the  placement  of  this  project  is  critical  to  the  Center  City  in 
helping  to  stabilize  and  support  the  Downtown  area  as  well  as  to  protect  significant 
CBD  investment 
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///.       What  impact  does  the  development  of  the  Atlanta  Federal  Center  have  on  the  CBD  of 
Atlanta? 

Although  we  have  not  completed  our  analysis  and  evaluation  concerning  this  last  question,  it  is 
already  quite  clear  that  no  matter  how  strong  the  logic  or  the  reasoning  with  regards  to  this 
project  meeting  federal  needs,  the  location  and  development  of  this  project  is  critical  to  the  CBD 
of  Atlanta. 

We  have  discussed  at  length  why  we  believe  the  Adanta  Federal  Center  project  makes  sense  for 
the  Federal  Government  Other  studies,  including  the  "Final  Environmental  Impact  Statement, 
Atlanta  Federal  Center"  study  by  Louis  Berger  and  Associates,  Inc.,  May  1993  as  well  as  the 
Arthur  Andersen  Study  (September,  1992)  point  to  many  of  the  positive  fiscal  benefits  derived 
from  developing  this  project.  (The  Berger  study  estimates  "Total  Local  Multiplier  Effect"  from 
construction  alone  at  $68.6  million). 

In  addition,  Ernst  &  Young  believes  (in  contrast  to  Arthur  Andersen),  that  there  will  be  retail 
sales  tax  benefits  from  AFC  employees  accrued  to  this  project  even  though  we  concur  that  all 
of  the  employees  will  be  coming  from  office  locations  within  the  Center  City.  Additional  sales 
tax  revenues  will  occur  simply  because  proximity  of  the  AFC  to  Underground  Atlanta,  the 
city's  220,000  square  foot  festival  market  center  including  numerous  shops  and  restaurants. 
Proximity  to  that  major  destination  shopping  center,  as  well  as  to  shops  located  on  Peachtree 
Street  will  provide  significantly  enhanced  opportunities  for  most  of  these  employees  to  shop  in 
conjunction  with  their  workday  rather  than  waiting  to  shop  near  their  suburban  homes. 

Although  the  fiscal  evidence  for  developing  this  project  is  strongly  in  the  AFC's  favor,  it  is  the 
placement  of  the  project  in  the  Five  Points  area  of  Downtown,  one  block  from  the 
Underground  Atlanta  retail  project,  across  from  MARTA  and  nearby  to  the  heart  of  the  CBD 
tourist  and  convention  zone,  that  make  this  project  far  more  important  than  it  otherwise  might 
be. 

The  CBD's  significant  investment  in  the  "Underground  Atlanta"  project  ($64  million  in  city 
backed  bonds,  $10  million  UDAG,  $21  million  in  other  public  investment)  is  not  currently  at 
risk.  Underground  Atlanta  is  performing  considerably  below  projections,  yet  at  a  reasonable 
pace-it  is  able  to  cover  the  public  bonds  debt  service.  However,  portions  of  the  project, 
particularly  the  shopping  arcade  located  on  Upper  Alabama,  (which  is  the  portion  which  is 
located  proximate  to  the  Rich's  building  and  the  site  the  Atlanta  Federal  Center)  are  suffering. 
Vacancy  is  high,  sales  production  is  very  low-frequently  the  level  of  activity  in  this  area  is  of 
an  undesirable  character,  at  least  from  the  perspective  of  making  visitors  to  the  project  feel  safe, 
both  residents  of  suburban  Atlanta  as  well  as  conventioneers  and  tourists. 

Approximately  8,000  employees  located  at  the  Rich's  site  will  make  a  significant  difference  in 
the  health  of  Underground  and  of  the  area.  It  will  enable  Upper  Alabama  and  Peachtree  Street 
merchants  to  thrive.  It  will  put  a  level  of  activity  immediately  adjacent  to  these  areas  that  is  not 
likely  to  be  there  at  any  point  in  the  future  unless  the  AFC  is  built. 
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Like  a  piece  in  the  jigsaw  puzzle,  the  Atlanta  Federal  Center  is  only  one  component  which 
helps  to  create  additional  opportunities  and  stability  in  the  Five  Points  area  of  Downtown 
Atlanta.  However,  it  is  a  very  important  component  as  it  represents  to  area  residents,  visitors, 
land  owners  and  existing  and  future  business  owners  a  27-year  commitment  to  have  8,000 
professionals  located  in  this  strategic  comer  of  Downtown  Atlanta. 

We  hope  that  this  initial  summary  documenting  our  conclusions  proves  informative.  If  you 
have  any  questions  or  comments,  please  do  not  hesitate  to  contact  us. 

Sincerely, 


Ua/J^*^ 


Sandra  P.  Smith 
Senior  Manager 


/h^ 


fie  O.  Salter 
Partner 
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Absorption  Analysis 

Atlanta's  Commercial  Office  Market 

Downtown  and  Midtown  Areas 


Scenario  I 

Net  Absorption  and  Vacancy  Analysis  Based  on  Employment  Projec 

-  Without  the  Development  of  the  Federal  Center 

ions 

Annual  Construction 

Total  Estimated  Office  Inventory 

1993 

1994 

1995 

1996 

1997 

0 
24,290,704 

0 
24,290,704 

0 
24,290.704 

0 
24,290,704 

0 

24,290.704 

Estimated  Vacant  Space 
Percent  Vacancy 

5,505,329 
22.7% 

4.505.329 
18.5% 

3.505.329 
14.4% 

2,505.329 
10.3% 

1.505.329 

6.2% 

Anticipated  Annual  Absorption 

1,000.000 

1.000,000 

1.000,000 

1.000,000 

Scenario  0 

Net  Absorption  and  Vacancy  Analysis  Based  on  Employment  Projec 

•  With  the  Development  of  the  Federal  Center 

ions 

Annual  Construction 

Total  Estimated  Office  Inventory 

1993 

1994 

1995 

1996 

1997 

0 
24.290,704 

0 
24.290.704 

0 
24,290.704 

0 
24,290.704 

1,555.000 
25.845.704 

Estimated  Vacant  Space 
Percent  Vacancy 

5.505.329 
22.7% 

4.505.329 
18.5% 

3.505.329 
14.4% 

2.505.329 
10.3% 

3.060.329 
11.8% 

Anticipated  Annual  Absorption 

1,000.000 

1,000,000 

1.000.000 

1,000,000 

Note:  Ernst  &  Young's  original  forecast  of  annual  absorption  was  1,287,356  square  feet;  however,  other  local  expert's 
projections  and  the  area's  recent  performance  warranted  a  conservative  estimate  of  1,000,000  square  feet. 


SOURCE:  ERNST  &.  YOUNG  REAL  ESTATE  CONSULTING 

3Ernst&Younc  Exhibit  1 
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Atlanta  Federal  Center 

Summary  of  Major  Future  Space  Requirements 


Government 

New  Space 

Expiration 

Agency 

Current  Budding 

Location 

Requirements 

Date 

DOL 

Pershing  Point  Plaza 

Midtown 

154.000 

12/94 

EPA 

Ralph  McGiU  &  Courtland 

Downtown 

288.000 

9/96 

HHS 

101  Marietta  Street 

Downtown 

267.000 

12/97 

Education 

101  Marietta  Street 

Downtown 

72.000 

12/97 

NRC 

101  Marietta  Street 

Downtown 

57.000 

12/97 

Various/Misc. 

101  Marietta  Street 

Downtown 

50.000 

12/97 

OPM 

Richard  B.  Russell 

Downtown 

43.000 

see  note  I 

DOI  -  NPS  &  SOL 

Richard  B.  Russell 

Downtown 

68.000 

see  note  1 

HUD 

Richard  B.  Russell 

Downtown 

119.000 

see  note  1 

SUBTOTAL 

1.118.000 

LEASES  TO  BE  TERMINATED 

see  note  2 

VA 

730  Peachtree  Street 

Midtown 

129,000 

TR1990 

[RS/GSA  Storage 

Monroe  Drive 

Midtown 

55.000 

TR  1994 

SBA 

Baltimore  Row 

Downtown 

58,000 

TR  1996-97 

EEOC 

Citizens  Trust 

Downtown 

33.000 

TR  1997 

Census 

101  Marietta  Street 

Downtown 

21.000 

TR  1997 

USMC 

1655  Peachtree  Street 

Midtown 

19,000 

TR  1997 

TOTAL  SPACE  NEEDS 

1,433,000 

square  feet 

Note  1 :  These  agencies  will  be  vacated  as  soon  as  possible  to  allow  for  the  expansion 
of  the  Federal  Courts  in  the  Russell  Building. 

Note  2:  TR  =  Termination  Rights 

SOURCE:  GENERAL  SERVICES  ADMINISTRATION,  REGION  4 
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Maximum  Contiguous  Space  Index  -  Downtown  and  Midtown 

for  all  buildings  with  floorplates  of  at  least  20.000  square  feet 


Maximum 

Average 

Year 

Available 

Est.  Avg. 

Effective 

Built  or 

Building 

Contiguous  SF 

Floorplate 

Rent 

Renovated 

CLASS  A 

1  INFORUM 

175,000 

120.000 

$13.63 

1989 

2  55  Park  Place 

89.359 

28.054 

$16.25 

1982 

3  191  Peachtree  Tower 

18.000 

24.300 

$22.00 

1991 

4  NationsBank  Plaza 

90.000 

22.818 

$22.00 

1993 

5  Atlantic  Center 

46,000 

22,000 

$22.50 

1987 

6  First  Union  Plaza 

63,268 

21,786 

$17.00 

1987 

7  Campanile  Building 

22,676 

21.438 

$17.25 

1987 

8  Promenade  II 

30,000 

20.285 

$18.50 

1990 

9  One  Peachtree  Center 

275,000 

20,000 

$19.00 

1992 

10  Eleven  Hundred  Peachtree  St. 

63.723 

19,885 

$19.00 

1991 

CLASS  B  • 

1  878  Peachtree  Building 

40.000 

41.250 

NA 

1950/90 

2  1860-1874  Peachtree  Building 

70,000 

35,000 

NA 

1962      J 

3  Suncoast  Center 

20,000 

30,000 

NA 

1950 

4  Pershing  Point  Plaza 

110,000 

22,814 

'  $9.75 

1959/88 

Total  Space 

1.113,026 

Overall  Average  Effective  Rate 

$17.90 

Class  A  Average  Effective  Rate 

$18.71 

Class  B  Average  Effective  Rate 

$9.75 

*  Note:  Two  Class  B  buildings  are  not  included  on  this  list.  The  1776  Peachtree  Building  was  recently 
eliminated  from  consideration  due  to  insufficient  ceiling  heights.  The  275  Peachtree  Building  was 
recently  sold  by  the  GSA  because  it  was  functionally  obsolescent.  The  Class  B  buildings  exhibit  an 
average  age  of  almost  38  years. 


SOURCE:  DOREY'S  ATLANTA  OFFICE  GUIDE  &  JAMISON  RESEARCH.  INC. 
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Atlanta  Office  Submarkets 


Atlanta  Federal  Center 


HI  Ernst &Young 
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QUESTION  BY  SENATOR  COHEN 

SUBCOMMITTEE  ON  OVERSIGHT  OF  GOVERNMENT  MANAGEMENT 

COMMITTEE  ON  GOVERNMENTAL  AFFAIRS 

JULY  27,  1993 


QUESTION; 

What  six  other  agencies  are  involved  in  the  lease  acquisition  of 
space  for  the  U.S.  Attorneys  in  Houston,  Texas? 


ANSWER; 

No  other  agencies  are  involved  in  this  lease  procurement.   It  is 
solely  for  the  U.S.  Attorneys  to  consolidate  them  in  one 
location.   They  are  currently  housed  in  the  Bob  Casey  Federal 
Building-Courthouse  and  in  temporarily  leased  space  in  the  Lyric 
Center  Building. 

However,  there  are  seven  other  agencies  which  were  displaced  in 
1992  and  moved  from  the  Federal  Building-Courthouse  to  leased 
space  as  a  result  of  forced  moves  for  the  Court's  expansion.   The 
seven  are: 

Moved  to  Allen  Center,  500  Dallas  Avenue 
Department  of  the  Treasury,  Savings  Bonds 

Department  of  Commerce,  International  Trade  Administration 
U.S.  Department  of  Agriculture,  Food  and  Nutrition  Service 

Moved  to  Lvkes  Building.  8866  Gulf  Freeway 
Federal  Mediation  and  Conciliation  Service 

Moved  to  1415  Fannin 
Social  Security  Administration 

Moved  to  Capital  Center,  401  Louisiana 
Department  of  Labor,  Office  of  Labor-Management  Standards 
Department  of  Justice,  U.S.  Marshals  Service 


Prepared  by:  Public  Buildings  Service,  GSA 
July  29,  1993 
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GAO 


United  States 

General  Accounting  Office 

Washington,  D.C.  20548 


General  Government  Division 


August   20,    1993 


The  Honorable  Carl  Levin 

Chairman,  Subcommittee  on  Oversight  of 

Government  Management 
Committee  on  Governmental  Affairs 
United  States  Senate 

The  Honorable  William  S.  Cohen 

Ranking  Minority  Member,  Subcommittee  on 

Oversight  of  Government  Management 
Committee  on  Governmental  Affairs 
United  States  Senate 


Enclosed  are  our  written  responses  to  the  three  questions 
posed  in  your  letter  of  August  4,  1993  in  follow-up  to 
our  July  27  testimony  on  Federal  Real  Property.   If  you 
have  questions  about  our  responses  or  need  additional 
information  on  these  subjects,  please  call  me  on  512-8387 
or  Robert  B.  Mangum  501-2538. 


Michaer  E.  Motley 
Associate  Director,  Government  Business 
Operations  Issues 


Enclosure 
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GAP'S  RESPONSES  TO  COMMITTEE'S  FOLLOW-ON  QUESTIONS 
Question  1. 

You  have  testified  that  the  Federal  Buildings  Fund  (FBF)  is 
not  working  as  intended.   Should  the  FBF  be  restructured, 
eliminated,  or  continue  operating  as  is?   If  Congress  was  to 
restructure  the  FBF,  what  recommendations  would  GAO  make? 

GAP'S  Response 

Agencies'  rent  payments  have  provided  a  relatively  stable, 
predictable  source  of  revenue  for  the  FBF,  but  that  revenue 
has  not  been  sufficient  to  finance  both  growing  capital 
investment  needs  and  the  costs  of  leased  space.   Since  GSA's 
projections  show  that  supplemental  borrowing  and/or  direct 
appropriations  will  continue  to  be  required,  periodically, 
to  compensate  for  FBF  revenue  shortfalls,  a  different 
financing  mechanism  is  clearly  needed.   The  concept  of 
requiring  federal  agencies  to  budget  and  pay  for  the  space 
they  occupy  has  not  provided  the  expected  incentive  or  the 
necessary  discipline  to  reduce  space  needs  and  related 
costs.   However,  the  earlier  method  of  direct  appropriations 
to  GSA  did  not  hold  agencies  accountable  at  all  for  their 
space  needs  and  costs. 

While  restructuring  the  FBF  will  require  careful  study  and 
analysis,  there  are  a  number  of  alternatives  that  could  be 
considered.   Since  projected  building  capital  and  operating 
needs  and  their  costs  can  be  estimated  relatively  well  by 
GSA,  the  rent  system  could  be  redesigned  to  generate  enough 
revenue  to  finance  these  costs.   Instead  of  basing  agencies' 
rent  payments  on  local  prevailing  commercial  rental  rates, 
for  example,  they  could  be  based  on  GSA's  actual  costs  of 
providing  space,  plus  a  factor  to  cover  GSA's  overhead  costs 
and  the  costs  of  projected  major  repairs,  modernization,  and 
eventual  replacement  of  federally-owned  buildings  or  rent 
escalation  in  leased  buildings.   This  approach  could  more 
equitably  allocate  the  costs  of  providing  office  space  among 
tenant  agencies  and  individual  buildings  and  between  leased 
and  federally-owned  buildings  and  make  GSA  and  tenant 
agencies  more  cost  conscious. 

If  agencies  are  given  the  choice  of  obtaining  space  and 
related  services  from  either  GSA  or  the  private  sector,  the 
above  approach  may  not  allow  GSA  to  be  fully  competitive. 
If  so,  GSA  will  have  to  find  ways  to  make  the  costs  of  its 
space  and  services  more  competitive.   Finally,  the  proceeds 
from  the  disposition  of  unneeded  or  uneconomical  buildings 
could  be  used  to  finance  the  renovation,  purchase,  or 
construction  of  other  buildings. 
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Question  2 


You  testified  that  in  September  1990,  GAO  issued  a  report 
dealing  with  the  location  policies  which  govern  GSA's 
decisions  in  selecting  federal  office  building  properties. 
Does  GAO  stand  by  the  recommendations  in  that  report? 
Please  describe  the  changes,  if  any,  that  GSA  has  made 
pursuant  to  GAO's  recommendations  in  that  report,  and  which 
recommendations  have  not  been  acted  on? 

GAO's  Response 

In  evaluating  federal  agencies'  facility  location  decisions, 
we  found  that  they  seemed  to  be  guided  more  by  politics  and 
inertia  than  by  government  policy.   Accordingly,  our 
September  1990  report  recommended  that  GSA  develop  for 
congressional  consideration  a  more  cost  conscious  and 
consistent  governmentwide  location  policy  that  would  replace 
the  requirements  in  (1)  the  Rural  Development  Act  of  1972, 

(2)  the  Public  Buildings  Act  of  1959,  (3)  OMB  Circular  A- 
105,  and  (4)  Executive  Order  12072. 

In  its  official  response  to  the  report,  GSA  essentially 
recanted  its  earlier  general  agreement  with  the  report's 
basic  thrust  but  promised  to  revise  its  governmentwide 
guidance  to  federal  agencies  in  this  area.   In  August  1991, 
GSA  issued  revised  regulations  which  included  economic 
criteria  for  its  regions  and  other  federal  agencies  to  use 
in  helping  to  decide  where  to  locate  all  new  prospectus- 
level  leases.   While  not  fully  responsive  to  our 
recommendation,  this  additional  policy  guidance  was  a  step 
in  the  right  direction.   However,  we  have  not  yet  followed 
up  to  determine  what  impact,  if  any,  GSA's  revised  policy 
guidance  has  had  on  actual  federal  facility  location 
practices  and  decisions. 

Our  December  1992  transition  report  on  General  Services 
Issues  reiterated  our  earlier  findings  that  the  lack  of  a 
businesslike  location  policy  concentrates  the  government  in 
the  nation's  highest-cost  labor  markets,  fails  to  take 
modern  telecommunications  and  ADP  capabilities  into  account, 
and  ignores  the  incentives  that  localities  may  offer  to 
attract  employers.   We  continue  to  believe  that  (1)  federal 
agencies  should  more  systematically  consider  locality  labor 
and  real  estate  costs,  local  incentives,  and  technology 
advances  in  making  location  decisions;  (2)  a  more  consistent 
and  cost-conscious  federal  location  policy  is  warranted;  and 

(3)  GSA  should  assume  a  more  proactive,  governmentwide 
leadership  role  in  this  area. 
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Question  3 


GAO's  testimony  stated  that  "the  budget  scorekeeping  rules 
need  to  be  studied  to  determine  what  changes  are  needed..." 
Please  describe  GAO's  specific  recommendations  as  to  what 
changes  should  be  made  to  the  scorekeeping  rules  in  order  to 
create  a  "level  playing  field"  for  operating  leases  and 
ownership. 

GAO's  Response 

Ideally,  budget  scorekeeping  should  be  neutral,  neither 
favoring  nor  disfavoring  one  means  of  fulfilling  a  valid 
capital  asset  need  over  another.   As  we  emphasized  in  our 
recent  testimony  before  this  Subcommittee,  however,  the 
existing  budget  scorekeeping  rules  serve  as  disincentives 
for  increasing  federal  ownership  of  office  space  because 
they  are  biased  in  favor  of  operating  leases  and  drive 
decisionmakers  toward  the  continued  use  of  leases  which,  in 
actual  practice,  involve  costs  that  are  not  recognized 
upfront  for  scoring  purposes  and  are  more  costly  over  the 
long  run. 

Under  the  scorekeeping  procedures,  budget  authority  for  the 
total  estimated  costs  of  direct  federal  construction  of 
office  buildings,  building  purchases,  and  lease-purchases 
is  scored  upfront  in  the  year  in  which  the  authority  is 
first  made  available.   Budget  outlays  for  construction  and 
lease-purchases  without  substantial  private  risk  are  scored 
over  the  period  during  which  the  building  is  being 
constructed  which  typically  is  about  3  years;  outlays  for 
building  purchases  are  scored  in  the  year  the  contract  is 
signed.   In  contrast,  the  budget  scoring  rules  for  building 
operating  leases  reguire  only  that  (1)  budget  authority  be 
scored  upfront  in  an  amount  egual  to  the  government's  legal 
obligation  which  generally  is  for  1  year's  lease  payment  and 
(2)  budget  outlays  be  scored  over  the  term  of  the  lease  in 
amounts  egual  to  the  annual  lease  payment. 

Before  fiscal  year  1991,  building  lease-purchases  were 
scored  like  ordinary  operating  leases.   This  allowed  GSA  to 
use  them  to  increase  federal  ownership  of  office  space.   As 
a  result  of  the  agreement  the  executive  branch  and  Congress 
reached  in  August  1990  to  help  control  further  growth  of  the 
federal  budget  deficit,  however,  the  budget  scoring  rules 
for  lease-purchases  were  changed,  beginning  in  fiscal  year 
1991,  to  reguire  that  the  budget  authority  for  them  be 
scored  upfront  like  direct  construction  and  outright 
purchases.   This  change  eliminated  the  scoring  advantage 
that  lease-purchases  had  earlier  over  construction  or 
purchase. 
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There  are  several  possible  solutions  available  including 
scoring  changes,  capital  budgeting,  or  greater  use  of 
revolving  fund  concepts.   To  make  budget  scorekeeping 
neutral,  for  example,  either  the  costs  of  building 
construction,  purchases,  and  lease-purchases  would  have  to 
be  spread  over  the  expected  useful  life  of  the  building  or 
an  ordinary  operating  lease  would  have  to  be  scored  upfront 
like  ownership  is  now.   However,  neither  of  these  scoring 
options  would  accurately  reflect  the  actual  commitment  the 
government  is  making  when  it  enters  into  an  ownership  or 
operating  lease  arrangement. 

We  understand  that  the  Vice-President's  National  Performance 
Review,  OMB,  and  GSA  are  already  independently  studying  this 
matter.  Therefore,  we  feel  that  the  best  approach  right  now 
is  to  await  the  results  of  these  ongoing  studies. 
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HAYDEN  G.  BRYAN 

1326  NORTH  LYNNBROOK  DRIVE 
ARLINGTON.  VIRGINIA  22201 

August  11,  1993 


The  Honorable  Carl  Levin,  Chairman 

The  Honorable  William  Cohen,  Ranking  Member 

Subcommittee  on  Oversight  Of  Government 

Management 
Committee  on  Governmental  Affairs 
442  HSOB 
Washington,  DC  20510 

Dear  Sirs: 

Enclosed  are  the  responses  to  questions  posed  by  Senator 
Cohen  following  the  July  27  hearing  of  the  Subcommittee.   I 
appreciated  the  opportunity  to  testify  on  this  issue  which 
is  important,  not  only  for  the  General  Services  Administra- 
tion, but  for  the  taxpayers  as  well. 

Sincerely, 


Enclosure 
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RESPONSES  TO  SENATOR  COHEN'S  QUESTIONS  TO  HAYDEN  G.  BRYAN 


Question   1.     In    your   statement   you    suggest   imposing    a 
"longer   term   view   of  (military   service)   requirements"   on    "whoever 
makes   these  decisions"   as  one  way  to   improve  the  economic  results 
of  decisions  to  relocate  military  bases.     As  you  know,  I  co-sponsored 
legislation  that  was  enacted  into  law  in   1977,  which  was  designed  to 
enhance   the   oversight  capacity   of  Congress   in   matters   pertaining   to 
major  base  closures  and  realignments.     One  of  my  chief  objectives 
was    to   ensure   that   these   far-reaching,   strategic   decisions   received 
careful   evaluation   from   aH  perspectives.     This  was  also  a  concern 
later,   when   I  opposed  establishing   the   Commission   approach   as   an 
abdication   of  congressional   responsibility   in   this   area   to   an   unelected 
Commission.     Which  decisionmakers  are  you  referring  to,  and  do  you 
have   any   specific   suggestions   about  how  this   could  be   accomplished? 

Answer.     I  do  not  believe  that  the  Nation  will  soon  find 
another   workable   process   to   replace   the   commission   approach   for 
effecting   military   base   closures,   despite   the   imperfections   of  the 
current   system,   and   the  overall   loss   to  the   taxpayers   from   the   failure 
to  close  bases  far  exceeds  the  expected  losses  from  the  identifiable 
errors  in  judgment  which  result  from   a  failure  to  adopt  the  long- 
term   view.      Nevertheless,    the   current   transitional   period   between   the 
cold    war   and    some    future    military    requirement   dictates 
incorporation   into   closure   and   realignment   decisions   a   certain 
flexibility,  which,  in  the  case  of  leased  space,  suggests  continuing  to 
take   advantage  of  current  low   rental  costs  by  remaining   in   place  at 
least  until   consolidation   of  similar  functions,   general   downsizing,   and 
the  majority  of  the  closure  process  have  been  completed.     One 
proposal  would  have  the  Congress  include  flexibility  as  a  formal 
military-value   criterion   to   be   considered   by   the   Military   Services 
and   the  Commission,   who  are  the  de  facto  decisionmakers  under  the 
current    process. 


Question  2.     You   suggest   that  flexibility   should   guide   DoD 
property   management  decisions   in   the   near  future,   in   order  to   limit 
the  costs  of  adapting  its  facilities  to  meet  a  changing  international 
environment.      You   also   note   the   military   services'   preference   for 
locating    their   facilities   in    government-owned,    rather   than    leased, 
properties.      Do   you   think  this  propensity   will   negatively  affect 
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DoD's  ability  to  adopt  flexible  or  interim  arrangements?     What 
solutions,   if  any,   are  advisable? 

Answer.      As   suggested  in  my  previous  response,   the   solution 
might  entail  recognizing  formally  the  fact  that  militarily  the  Nation  is 
in   a   transitional   phase.      In   my  prepared  testimony   I   made  reference 
to  the  two  pages  of  changes  proposed  by  the  Department  of  Defense 
to  the    1988   and    1991    Commission  recommendations.      These   new 
changes  suggest  that  we  are  still  in  a  period  of  changing  basing 
requirements.  The  inclusion  of  flexibility  over  the  long  term  as  a  part 
of  the   military-value   criteria   may   be   an   appropriate   solution. 


Question  3.     Your   statement    indicated    that   you    believe    that 
opportunities   are   limited   for  potential   re-use   of  facilities   at   bases 
scheduled  for  closure.     Could  you  discuss  what  proportion  of  the  total 
facilities  or  locations  which  are  scheduled  for  closure  are  likely  to  be 
redeveloped    successfully,    and    what   circumstances    may    improve    their 
chances    for    redevelopment? 

Answer.     The   locations   most   likely   to   be   redeveloped   are 
those  closer  to  urban  centers  and  those  which  do  not  have  critical 
segments    of   the   installation   environmentally   contaminated.      Many 
installations   now   closing   were   established   because   of  their   remote 
location,   and  this  remoteness  will,   in  most  cases,  prevent  any 
extensive   redevelopment,   despite   the   potential    for   re-use   of  existing 
buildings   and  other  infrastructure.      In   the    1988   round  of  closures, 
proximity  to  urban  areas   was  a  significant  consideration  in  most  of 
the   closures   because   we   closed   bases   that  had   diminished   military 
value   due   to  encroachment   by   the   civilian  community.      Therefore 
redevelopment  seems  more   likely   at  such   sites.      Nonetheless,   as 
further   defense    downsizing    reduces    the    need    for   unencroached 
bases,   their  location  means  that  they  are  less  likely  to  be  valuable  for 
intense    use. 

The   major  factor  in  accomplishing   redevelopment  is   the 
willingness   of  the   local   community   to   make   redevelopment  a 
priority.      An   aggressive  campaign   to   seek  industry   and   government 
as   new  owners  and   tenants  can  help.      This  was   amply  demonstrated 
by  the  community  of  Sault  Ste.   Marie  in  northeast  Michigan  after  the 
closure  of  Kincheloe  Air  Force  Base  in  1977.     After  the  B-52's  left, 
Chippewa   County   established   an   economic   development   corporation 
to   provide   planning   and   administration   for  the   newly   available 
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property.      Aggressive  marketing  of  the  facility  led  to  the  creation  of 
more  civilian  jobs  than  existed  prior  to  the  closure.     Among  the  new 
activities   on   the   facility   are   an   international   airport,   four 
manufacturing  firms,   and  five  different  correctional  facilities.      This  is 
an  excellent  example  of  how  local  determination  can  make  a 
difference. 

Restoration   of  environmentally   contaminated   areas   is   a   second 
major  factor  in   achieving  redevelopment,   since   many  of  the  most 
desirable   portions   of  installations   from   a   re-use   standpoint   are   also 
the   most  heavily  contaminated.      The  Congress  recognized  this 
problem    and    established    a    separate    environmental    restoration 
account  for  the    113   bases   scheduled  for  closure  thus  far  (1988   and 
1991    rounds).     In  addition,  the  FY   1991   Defense  Authorization  Act 
created  a  Defense  Environmental  Response  Task  Force,   an 
interdepartmental    and    intergovernmental    study    group,    which 
recommended    ways    to   expedite    the    environmental    response    actions 
at  closing  bases.     The  Department  of  Defense  reports  that  it  is 
committed   to   pursuing   these    recommendations.      The   important   result 
of  the  Task  Force  effort  was  closer  cooperation  among  the  agencies 
and  governments  involved.      I  believe  that  the  Congress   should   follow 
up  on   the   implementation   of  these   ideas   and  ask  that  additional 
recommendations    be    sought. 
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IUILDING   OWNERS    AND    MANAGERS   ASSOCIATION   INTERNATIONAL 


Responses  to  Post  Hearing  Questions 
From  Senator  Cohen 


la)        The  Building  Owners  and  Managers  Association  (BOMA)  International  supports  a 
"suspend  and  review"  period  on  all  construction  projects.    However,  it  is  important  to  realize 
that  each  local  market  can  vary  significantly  from  other  local  markets,  and  special  consideration 
must  be  given  to  each  particular  local  or  regional  market  when  decisions  to  construct  office 
buildings  are  made. 

Once  it  is  determined  that  there  is  a  need  for  the  government  to  acquire  space,  all  options  need 
to  be  explored  and  the  costs  of  each  option  must  be  compared.    Economic  factors  and  local 
market  conditions  (including  vacancy  rates)  must  be  considered.    The  private  sector  should  have 
the  opportunity  to  contribute  to  this  process. 

Only  after  proposed  construction  projects  have  met  these  criteria  and  been  shown  to  be 
unquestionably  the  best  option  for  the  government  and  taxpayers  should  they  be  permitted  to 
proceed. 

b)         We  do  not  feel  that  construction  projects  should  be  indefinitely  suspended  if  there  is  an 
indisputable  need  and  existing  space  is  not  available  for  lease  or  purchase  at  competitive  prices. 
Private  sector  space  that  may  not  currently  fit  the  government's  requirements  but  can  be 
retrofitted  to  meet  those  specifications,  either  by  the  building  owner  or  the  government,  must 
also  be  considered. 

The  government  should  be  able  to  meet  its  space  needs  without  further  exacerbating  the 
problems  of  the  real  estate  industry,  and  the  economy  overall,  by  adding  unnecessary  new  office 
space  to  already  glutted  markets. 


2.  A  federal  government-wide  policy  statement  that  clearly  articulates  the  government's 

desire  to  emphasize  cost-effective  decisions  is  necessary.    To  be  able  to  make  more  cost 
effective  decisions,  some  of  GSA's  current  procedures  must  be  examined  and  modified. 

Improving  GSA's  flexibility  would  increase  competition  among  the  private  sector  in  the  bidding 
process.    This  can  be  done  by  further  streamlining  GSA's  methods.    The  agency  now  practices  a 
streamlined  approach  for  leases  under  10,000  square  feet.    Increasing  that  threshold  would  be 
one  way  to  simplify  procedures  for  small  or  medium  sized  space  needs. 

The  lengthy  bidding  process  is  a  deterrent  for  prospective  bidders.    Private  sector  building 
owners  cannot  afford  to  keep  space  off  the  market  for  long  periods  of  time  while  negotiating 
with  GSA.    Shortening  the  time  between  solicitation  and  anticipated  occupation  of  the  space 
would  shorten  the  time  a  bidder  was  expected  to  leave  its  space  unoccupied.    Currently,  GSA  is 
often  precluded  from  making  the  most  cost-effective  decision  since  lower  cost  alternatives  do 
not  remain  in  the  running. 

GSA  must  also  be  encouraged  to  improve  its  bid  solicitation  process.    More  widespread 
notification  of  GSA's  needs  would  increase  competition.    In  most  cities,  office  space  in  existing 
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buildings  is  readily  available  and  building  owners  are  more  than  willing  to  make  whatever 
upgrades  or  renovations  are  necessary. 

BOMA  has  also  become  aware  of  some  situations  in  which  GSA's  specifications  for  space  are  so 
narrow  that  many  buildings  are  precluded  from  even  entering  the  bidding  process.    Widening 
these  parameters  would  allow  more  available  space  to  compete  for  GSA's  needs.    We  are  not 
suggesting  that  GSA  accept  space  that  does  not  meet  the  government's  safety  standards,  simply 
that  locations  and  amenities  should  not  be  weighed  as  heavily  in  the  decision  making  process. 

3.  Congress  must  assume  responsibility  for  encouraging  cost-effective  decisions  by  GSA  and 
other  federal  agencies  which  undertake  major  real  estate  activity.    As  Congress  is  responsible  for 
authorizations,  appropriations,  and  oversight  of  GSA  real  estate  projects,  Congress  should 
examine  and  set  reasonable  parameters  on  GSA  activity,  instead  of  "rubber  stamping"  proposed 
projects,  or,  conversely,  tying  GSA's  hands.    GSA  should  have  final  authority  to  make  decisions 
and  not  be  overridden  should  the  tenant  agency  change  its  mind  once  a  commitment  has  been 
made. 

Several  GSA  staff  members  have  suggested  that  some  of  the  construction  projects  now 
underway  were  not  initiated  by  GSA  (or  even  supported  by  GSA),  but  by  Congress.    Whenever 
a  project  is  initiated  or  strongly  supported  by  a  member  of  Congress,  it  becomes  problematic  for 
the  GSA  or  a  congressional  committee  to  objectively  examine  that  project  to  determine  if  there 
is  a  legitimate  need  for  space  acquisition,  and  if  construction  is  the  best  option  available. 

BOMA  supports  proposed  changes  in  "scoring"  rules  that  would  allow  GSA  to  score  the  space 
purchase,  construction,  lease,  or  lease-purchase  over  a  period  of  time,  and  not  all  up-front  in 
the  first  year. 

Congress  must  also  encourage  GSA  to  use  a  fair  and  open  procedure  for  assessing  both  the 
need  for  space  and  the  acquisition  of  that  space.    GSA  must  be  required  to  demonstrate  how 
decisions  were  made,  and  what  factors  wefe  taken  into  consideration.    By  opening  the  process, 
the  public  will  effectively  have  an  oversight  role,  and  the  government  will  have  greater  incentive 
to  avoid  the  appearance  of  making  "back  door"  decisions  that  are  not  in  the  best  interest  of  the 
taxpayer  or  the  local  economy  of  the  given  metropolitan  area. 

4.  All  things  being  equal,  BOMA  members  would  indeed  prefer  that  the  federal 
government  lease  space  from  the  private  sector.    Currently  ~  and  for  the  foreseeable  future  ~ 
market  conditions  will  ensure  that  favorable  lease  terms  are  available  to  save  the  government 
money,  potentially  outweighing  the  advantage  of  ownership.    Such  deals  make  good  business 
sense  and  should  not  be  overlooked. 

Leasing  space  instead  of  purchasing  or  constructing  space  also  benefits  the  government  by 
ensuring  flexibility.    Short-term  contracts  allow  the  government  to  constantly  reassess  its  needs 
without  being  locked  in  for  the  lifetime  of  the  building. 

We  recognize  that  the  federal  government  should  ultimately  make  its  decisions  based  on  what  is 
best  for  the  American  taxpayer.    Lease-purchase  and  purchase  of  existing  buildings  are  other 
options  that  make  good  business  sense  given  existing  market  conditions.    Either  course  would 
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enable  the  government  to  pursue  ownership  interest  without  further  exacerbating  vacancy 
problems  in  individual  markets.    Buildings  are  available  from  the  private  sector   -  as  well  as  the 
Resolution  Trust  Corporation  and  FDIC  --  for  a  fraction  of  the  cost  of  new  construction. 

5.  There  are  several  factors  involved  in  the  reluctance  of  commercial  real  estate  owners 
and  managers  to  become  enthusiastically  involved  with  GSA,  even  in  cases  (such  as  Atlanta) 
where  plenty  of  existing  space  is  available  that  would  meet  the  government's  needs. 

*  GSA's  requirements  can  be  so  complicated  and  convoluted  as  to  inhibit  participation  from  the 
private  sector.    The  amount  of  paperwork  necessitated  to  do  business  with  the  GSA  is  often 
greater  than  that  required  by  any  other  prospective  tenant.    Whether  this  is  a  real  problem,  or 
merely  a  perceived  problem,  participation  is  greatly  curtailed. 

*  The  length  of  GSA's  bidding  process,  from  solicitation  to  final  decision,  often  requires  that 
multiple  respondents  to  the  solicitation  keep  their  properties  vacant  until  the  award  date,  which 
can  be  six  months  or  longer. 

*  GSA's  specifications  are  often  such  that  only  one  or  two  buildings  in  an  entire  city  would 
qualify.    On  occasion,  it  appears  that  specifications  are  crafted  to  fit  a  particular  building  that 
has  been  pre-determined  to  be  GSA's  building  of  choice. 

*  "Special  requirement"  requests  from  individual  agencies  and  early  cancellation  clauses  also 
make  doing  business  with  GSA  more  costly  and  less  attractive. 

*  Buildings  owners  are  currently  retrofitting  their  buildings  to  comply  with  new  federal  safety 
regulations,  such  as  fire  sprinkler  retrofits.    However,  GSA  is  unable  to  lease  or  purchase  space 
unless  these  retrofits  have  already  been  completed,  even  when  the  deadline  for  compliance  by 
private  sector  buildings  has  not  yet  arrived. 

6.  GSA  does  compete  on  a  "level  playing  field"  in  most  metropolitan  leased-office  markets. 
The  fact  that  U.S.  government  agencies  will  be  the  tenants  does  not,  in  and  of  itself,  drive 
rental  prices  higher  than  they  would  be  for  similar-sized  private  tenants.    In  fact,  the  credit 
worthiness  of  the  federal  government  is  a  benefit  that  makes  leasing  to  those  agencies  very 
attractive. 

However,  prices  are  sometimes  higher  due  to  other  factors,  as  described  below: 

*  Special  clauses  incorporated  into  the  contract,  such  as  early  cancellation  clauses,  are  an 
example  of  how  the  federal  government's  cost  can  increase.    A  twenty-year  lease  with  a  ten- 
year  cancellation  clause  is  no  longer  a  twenty-year  lease,  but  a  ten-year  lease  with  an  option  to 
renew.    The  per-year  cost  of  a  ten-year  lease  is  higher  than  that  of  a  twenty-year  lease. 

*  The  federal  government's  requirements  often  far  exceed  what  is  consistent  with  other  private 
sector  tenants,  and  are  therefore  more  costly  to  provide. 
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*  The  federal  government  makes  payments  in  arrears.    Corporate  tenants  are  required  to  make 
all  lease  payments  at  the  beginning  of  each  month.    The  federal  government  is  also  notorious 
for  delays  in  the  processing  of  other  charges. 

*  GSA  only  accepts  partial  expense  pass-throughs.    GSA  is  also  very  explicit  in  leases  as  to 
after-hours  services  it  will  pay  for.    For  example,  it  does  not  reimburse  the  building  owner  for 
the  full  cost  of  after-hours  air  conditioning. 

*  The  federal  government  reserves  the  right  to  use  leased  space  for  whatever  purpose  it 
chooses.    Changing  the  tenant  or  the  nature  of  the  business  performed  often  affects  other 
building  functions,  such  as  security,  janitorial,  or  parking  services  which  accommodate  that 
tenant.    For  example,  one  tenant  may  not  have  visitors  or  clients  entering  the  space,  while 
another  federal  agency  may  have  three  hundred  customers  in  a  given  day. 

*  The  federal  government  measures  office  space  differently  from  the  private  sector.    While  not 
overly  difficult  to  rectify,  it  is  just  one  more  obstacle  that  must  be  overcome  to  do  business  with 
the  GSA. 


Founded  in  1907,  the  Building  Owners  and  Managers  Association  (BOMA)  International  is  a 
dynamic  federation  of  98  local  associations  whose  members  own  or  manage  over  6  billion  square 
feet  of  commercial  properties  and  facilities  in  North  America.   The  membership  -  composed  of 
building  owners,  managers,  developers,  leasing  professionals,  facility  managers,  asset  managers 
and  the  providers  of  goods  and  services  -  collectively  represents  all  facets  of  the  commercial 
real  estate  industry.    BOMA  is  firmly  established  as  the  respected  resource  on  national  matters 
affecting  the  industry,  such  as  the  Americans  with  Disabilities  Act  (ADA),  indoor  air  quality,  the 
phaseout  of  chlorofluorocarbons  (CFCs),  tax  issues,  and  more. 
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United  States 

General  Accounting  Office 

Washington,  D.C.  20548 


Human  Resources  Division 

B-250866 

March  1,  1993 

The  Honorable  Jim  Bacchus 
House  of  Representatives 

Dear  Mr.  Bacchus: 

On  March  31,  1992,  more  than  3  years  after  soliciting  site  offers,  the 
Department  of  Veterans  Affairs  (va)  announced  the  selection  of  the 
Crowntree  Lakes  development  in  Orange  County  as  its  preferred  site  for 
the  planned  va  medical  center  in  east  central  Florida.1  Among  the  options 
va  considered  were  the  joint  construction  and  operation  (generally 
referred  to  as  a  joint  venture)  of  a  medical  center  with  the  Air  Force,  at  a 
site  called  North  Viera  in  Brevard  County,  Florida  or  one  with  the  Navy,  at 
the  existing  Orlando,  Florida  Naval  Hospital.  This  report  responds  to  your 
request  that  we  evaluate  va's  decision  to  build  a  freestanding  medical 
center  at  Crowntree  Lakes  rather  than  pursue  a  joint  venture.  Our  work 
focused  only  on  va's  site  selection  process  and  not  on  the  need  for  a  va 
medical  center  in  east  central  Florida.  Our  scope  and  methodology  are 
discussed  in  appendix  I. 

We  presented  our  preliminary  findings  to  you  and  your  staff,  and  staff  of 
the  House  Committee  on  Veterans'  Affairs,  on  September  10,  1992.  Similar 
briefings  were  provided  to  Representative  Bill  McCollum  and  former 
Representative  Craig  James  later  in  September  1992.  This  report  presents 
our  final  review  results  (see  app.  I). 

RpQiiltc  in  Rripf  VAS  decision  to  construct  its  planned  east  central  Florida  medical  center  at 

IteSUlLS  In  DLiei  the  Crowntree  Lakes  site  rather  than  as  a  joint  venture  is,  in  our  view,  not 

justified  and  will  likely  increase  the  government's  overall  construction  and 
operating  costs.  The  March  1992  va  study  that  recommended  the 
Crowntree  Lakes  site  was  flawed  in  several  significant  respects  and  does 
not  support  va's  decision.  Moreover,  the  estimated  cost  to  construct  the 
medical  center  has  increased  by  about  $80  million,  and  projected 
completion  has  been  delayed  by  3  years. 

Our  review  further  supports  va's  1991  conclusion  that  the  North  Viera  site, 
which  remains  available  for  a  joint  venture,  would  appear  to  better  meet 
the  needs  of  east  central  Florida  veterans  at  lower  cost  to  the  government. 
In  addition,  construction  of  a  new  va  outpatient  clinic  and  nursing  home  at 


The  selection  was  made  final  September  1.  1992,  following  completion  of  VA"s  environmental  review 
VA  expects  to  complete  the  47f>bed  medical  center  in  October  1999  at  a  cost  of  $171  million. 
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a  site  near  Orlando  to  be  donated  by  North  Viera's  developer  would  create 
the  potential  for  sharing  agreements  with  the  Navy.  Such  agreements 
could  include  treatment  of  Orlando-area  veterans  on  a  space  available 
basis  in  unused  acute  care  capacity  at  Orlando  Naval  Hospital. 

Rnr-kcfrni  inH  ^ast  centra'  Florida's  311,000  veterans  are  spread  out  over  eight  counties 

**  and  three  metropolitan  areas  (Orlando,  Daytona  Beach,  and 

Melbourne/Cocoa).  Selection  of  a  site  for  a  va  medical  center  that  is  not 
centrally  located  could,  therefore,  improve  access  for  veterans  in  one 
metropolitan  area  without  substantially  improving  access  for  other  east 
central  Florida  veterans.  For  example,  a  site  in  southern  Brevard  County 
would  be  convenient  to  veterans  in  the  Melbourne/Cocoa  area,  but  would 
be  more  than  50  miles  from  veterans  in  both  Orlando  and  Daytona  Beach. 

In  1983,  va  announced  plans  to  build  a  new  medical  center  in  Brevard 
County  to  serve  east  central  Florida  veterans,  va's  selection  of  Brevard 
County  was,  as  we  reported  in  1986,  insufficiently  supported  because 
there  were  greater  concentrations  of  veterans,  particularly  older  and 
lower-income  veterans  who  typically  are  the  greatest  users  of  va  facilities, 
in  Orange  and  Seminole  counties,  va  subsequently  suspended  advance 
planning  of  the  new  medical  center  to  reassess  its  decision  to  limit  the 
area  of  consideration  to  Brevard  County. 

During  the  reassessment,  va  officials  in  Florida  met  with  local  Navy  and 
Air  Force  officials  to  discuss  potential  joint  ventures,  va  found  that  (1)  the 
Air  Force  planned  to  expand  its  20-bed  hospital  at  Patrick  Air  Force  Base 
(afb)  in  Brevard  County  and  (2)  the  Navy  needed  additional  outpatient 
capacity  and  nursing  home  beds  to  support  its  hospital  at  the  Orlando 
Naval  Training  Center.  Both  expressed  an  interest  in  developing  joint 
ventures  and  sharing  agreements  with  va. 

Following  the  reassessment,  in  June  1988,  va  changed  the  area  of 
consideration  for  the  new  medical  center  to  a  35-mile  radius  around  a 
point  in  southeastern  Orange  County.  The  new  area  of  consideration  was 
drawn,  in  part,  to  facilitate  potential  joint  ventures.  The  35-mile  radius 
area  included  most  of  Orange  (including  the  Orlando  Naval  Training 
Center),  Seminole,  Brevard  (including  the  area  surrounding  Patrick  Air 
Force  Base),  and  Osceola  Counties,  and  a  portion  of  southern  Volusia 
County.  (See  figure  1.)  This  area  included  most  of  Orlando  and 
Melbourne/Cocoa,  but  did  not  include  southern  Brevard  County,  and  most 
of  Volusia  County  (including  the  Daytona  Beach  area). 
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Figure  1:  East  Central  Florida  VA 
Medical  Center  Site  Alternatives 
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va  stated  that  any  site  within  the  35-mile  radius  would  maximize  access  for 
east  central  Florida  veterans  and  that  site  selection  would  be  based  on 
(1)  cost  to  va,  (2)  proximity  to  existing  highways,  and  (3)  potential  for 
joint  ventures  and  other  medical  resource  sharing.  In  the  Fall  of  1988,  va 
solicited  land  donations  within  the  35-mile  radius. 

va  received  10  firm  site  offers  within  the  35-mile  radius  in  response  to  its 
solicitation  of  site  donations.  In  early  1989,  a  site  board  established  by  va's 
Office  of  Facilities  visited  and  evaluated  the  10  sites  for  possible  inclusion 
in  the  east  central  Florida  Environmental  Impact  Statement  (Eis).2  VA  was 
required  by  the  National  Environmental  Policy  Act  to  prepare  an 
Environmental  Impact  Statement,  because  of  the  east  central  Florida 
project's  size.  In  December  1989,  va  decided  to  proceed  with  an  Eis 
covering  the  site  board's  three  most  highly  rated  sites  (the  North  and 
South  Viera  sites  in  Brevard  County,  and  a  site  at  the  Orlando  Naval 
Training  Center).  Each  of  the  three  sites  offered  the  potential  for  a  joint 
venture  with  dod.  Under  a  schedule  developed  by  the  site  board  in 
March  1990,  the  Secretary  was  to  announce  his  preliminary  site  selection, 
for  inclusion  in  the  Draft  eis,  in  August  1990. 

va  did  not,  however,  make  a  preliminary  selection  from  among  the  three 
most  highly  rated  sites  in  August  1990.  Instead,  it  evaluated  four  sites 
which  were  offered  after  the  site  board  completed  its  1989  review  of  the 
original  10  site  offers.  First,  in  October  1990,  the  site  board  reviewed  the 
Beltway  Commerce  Center  (Orange  County)  and  Clayton/Rybolt 
(Orange/Seminole  Counties)  site  offers,  and  gave  them  interim  ratings 
using  the  same  criteria  used  in  its  1989  site  evaluation. 

va  then  received  two  more  site  offers:  (1)  the  Deltona  site,  offered  by 
Volusia  County  in  October  1990;  and  (2)  Crowntree  Lakes,  offered  in 
January  1991  as  an  alternative  to  the  Beltway  Commerce  Center.  The  site 
board  visited  both  sites  and,  based  on  its  view  that  neither  site  was 
superior  to  the  top-rated  sites  (North  and  South  Viera)  already  being 
considered,  recommended  against  further  delaying  the  eis  and  site 
selection  to  include  these  sites.  After  learning  that  the  site  board's 
opposition  to  adding  the  Crowntree  Lakes  site  was  based  on  inaccurate 
data  on  the  presence  of  wetlands  on  the  site,  the  Secretary  of  Veterans 
Affairs  instructed  the  site  board  to  add  Crowntree  Lakes  and  Deltona  to 
the  Eis  in  June  1991. 


-The  site  board  evaluated  the  otters  based  on  quality  and  cost.  The  quality  criteria  included 

IT)  construction  factors  such  as  environmental  characteristics  and  access  to  transportation,  police. 

fire,  and  ambulance  services:  and  (2)  medical  criteria,  such  as  accessibility  and  VA/DOD  sharing 

potential. 
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The  following  month,  the  Office  of  Facilities'  site  board  conducted  a 
re-evaluation  of  six  sites,  using  the  same  criteria  used  in  the  1989 
evaluation.  The  North  Viera  site  was  rated  highest  by  a  wide  margin, 
followed  by  the  Deltona  and  Crowntree  Lakes  sites.  The  Secretary  then 
asked  the  Veterans  Health  Administration  to  establish  a  task  force  to 
conduct  another  evaluation,  placing  greater  emphasis  on  health  care 
issues.  The  task  force  ranked  the  top  sites  in  the  same  order,  with  the 
North  Viera  site  again  rating  highest  by  a  wide  margin. 

va  then  obtained  1990  census  data  on  the  veteran  population  in  east 
central  Florida  Using  these  data,  the  Veterans  Health  Administration  (vha) 
re-evaluated  the  top  three  site  offers  (North  Viera,  Deltona,  and  Crowntree 
Lakes)  from  its  earlier  evaluation,  vha  concluded  that  all  three  sites  would 
meet  the  health  care  needs  of  east  central  Florida  veterans,  but 
recommended  selection  of  Crowntree  Lakes  because  of  its  more  central 
location. 


Selection  of 
Crowntree  Lakes  Not 
Justified 


va's  selection  of  Crowntree  Lakes  was  not  justified.  Selection  of  this  site 
will  result  in  comparatively  higher  construction  and  operating  costs  of 
new  va  and  dod  medical  facilities  in  east  central  Florida,  and  was  not,  in 
our  opinion,  justified.  The  March  1992  vha  study  which  recommended 
selection  of  the  Crowntree  Lakes  site  provided  little  data  to  support  a 
change  in  relative  ranking  of  the  top  sites  and  was  defective  in  several 
respects.  It  also  did  not  adequately  reconcile  vha's  recommendation  of 
Crowntree  Lakes  with  the  two  1991  evaluations  that  rated  North  Viera 
higher  than  Crowntree  Lakes  and  Deltona  by  wide  margins.  In  addition, 
va's  rationale  for  selecting  Crowntree  Lakes — that  an  Orange  County  site 
is  more  centrally  located  for  east  central  Florida  veterans — is  inconsistent 
with  the  selection  criteria  va  announced  when  it  solicited  land  donations 
in  1988.  Those  criteria  were  reflected  in  the  criteria  used  by  the  site  board 
and  vha  in  their  previous  evaluations  and  were  important  factors  in  North 
Viera's  high  ratings  in  the  previous  evaluations. 

The  March  1992  vha  study  provided  little  data  to  support  a  change  in  the 
relative  ranking  of  the  three  sites.  First,  the  1990  census  data  did  not 
reveal  significant  demographic  changes  that  would  lead  to  selection  of  a 
site  in  Orange  County;  in  fact,  they  showed  slower  veteran  population 
growth  in  Orange  County  than  in  either  Brevard  or  Volusia  County. 
Second,  the  report  did  not,  as  the  Secretary  maintained,  evaluate 
socioeconomic  factors  absent  from  the  two  1991  evaluations;  available 
data  suggest  that  Orange  County  veterans  are  younger  and  have  higher  per 
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capita  incomes  than  Brevard  and  Volusia  County  veterans.  Finally,  neither 
the  March  1992  report  nor  the  va  officials  we  asked,  including  the 
Secretary,  Deputy  Secretary,  and  Assistant  Secretary  for  Acquisition  and 
Facilities,  cited  any  specific  deficiencies  in  the  1991  evaluations,  which,  in 
our  opinion,  would  have  affected  the  outcomes  of  the  evaluations. 

The  March  1992  study  was  defective  in  several  other  respects.  Specifically, 
the  study  (1)  used  a  measure  of  accessibility  (number  of  veterans  within 
50  miles  of  the  site)  favorable  to  Crowntree  Lakes  rather  ftan  the  multiple 
measures  (such  as  ease  of  access  to  the  site  by  automobile  and  mass 
transit)  used  in  earlier  evaluations;  (2)  did  not  consider  the  effect  that  a 
prospective  medical  center  at  each  site  would  have  on  the  workloads  of 
the  Tampa  and  Gainesville  Medical  Centers;  (3)  incorrectly  suggested  that 
a  medical  center  at  Crowntree  Lakes  would  have  more  effect  on  reducing 
fee-basis  costs  than  a  medical  center  at  North  Viera;  (4)  downplayed  the 
advantages  of  a  WAir  Force  joint  venture  at  North  Viera;  and  (5)  did  not 
consider  the  costs  of  mitigating  potential  environmental  problems  at 
Crowntree  Lakes,  such  as  noise  from  nearby  Orlando  International 
Airport 

The  two  1991  site  evaluations  also  failed  to  consider  the  costs  of  mitigating 
potential  environmental  problems.  In  addition,  the  1991  evaluations,  like 
the  March  1992  evaluation,  did  not  fully  consider  the  total  costs  to  the 
government  under  each  site  option.  If  va  had  considered  these  additional 
factors  in  the  1991  evaluations,  however,  they  probably  would  have 
provided  additional  support  for  North  Viera. 

The  potential  savings  available  through  a  joint  venture,  not  differences  in 
accessibility,  clearly  separated  the  top  three  sites,  in  our  opinion.  As  both 
the  September  1991  and  March  1992  vha  reports  noted,  building  the 
medical  center  at  the  top  site  in  any  of  the  three  largest  counties  (Orange, 
Brevard,  or  Volusia)  would  meet  the  hospital  care  needs  of  east  central 
Florida  veterans.  North  Viera  clearly  offers  better  prospects  for  cost 
savings  from  reduced  construction  and  operating  costs  resulting  from  a 
va/dod  joint  venture  than  Crowntree  Lakes  and  Deltona.  North  Viera's 
va/dod  sharing  potential,  based  on  the  possibility  of  a  VA/Air  Force  joint 
venture,  was  a  factor  in  the  site's  favorable  ratings  in  va's  evaluations  prior 
to  March  1992.  vha's  March  1992  report,  however,  downplayed  the 
importance  of  the  potential  joint  venture  at  North  Viera  va  received  a  last 
minute  general  expression  of  interest  in  pursuing  possible  sharing  at 
Crowntree  Lakes  from  the  Navy  but  concluded  that  there  were  good 
prospects  for  sharing  with  both  the  Navy  and  Air  Force,  va,  however,  had 
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an  earlier  firm  commitment  from  the  Air  Force  to  jointly  construct  and 
operate  a  medical  center  at  North  Viera. 

When  total  costs  to  the  government  are  considered,  the  North  Viera  option 
would  be  the  preferred  option  under  the  cost  criteria — one  of  the  factors 
cited  by  va  in  soliciting  site  offers,  va's  comparisons  of  the  construction 
costs  at  each  site  included  only  va's  costs;  they  did  not  consider  the  Air 
Force's  costs  under  a  joint  venture  compared  to  the  costs  of  a  separate 
construction  project  at  Patrick  afb.  va's  March  1992  report  estimated  the 
Air  Force's  share  of  the  construction  costs  for  the  North  Viera  joint 
venture  at  $21.7  million.  The  March  1992  report  did  not  estimate  the  cost 
of  replacing  or  renovating  the  Patrick  afb  hospital,  if  va  chose  not  to  build 
the  joint  medical  center  at  North  Viera.  The  September  1991  vha  report, 
however,  placed  the  cost  at  about  $35  million.  In  addition,  the  March  1992 
report  did  not  reflect  the  lower  operating  costs  that  would  be  expected 
from  a  joint  venture  where  such  services  as  dietetics,  laundry,  and  surgery 
could  be  jointly  operated. 


Selection  Process 
Delayed  Project 
Completion  and 
Contributed  to 
Increased  Estimated 
Costs 


va's  selection  process,  specifically  the  delaying  of  site  selection  to 
consider  additional  sites  after  an  acceptable  site  was  identified, 
contributed  to  a  3-year  delay  in  the  projected  completion  of  the  va  medical 
center  and  an  almost  $80-million  increase  in  va's  projected  construction 
cost.  The  estimated  completion  date  for  the  new  medical  center  has 
slipped  from  April  1996  to  October  1999.  va's  projected  costs  for  the 
medical  center  increased  from  $93  million  to  $171  million.4 

The  Air  Force  is  also  adversely  affected  by  va's  site  selection  delay;  it 
shelved  plans  to  renovate  and  expand  the  Patrick  afb  hospital  for  almost  5 
years  while  it  waited  for  va  to  select  a  site  for  the  east  central  Florida  va 
medical  center.  After  va's  decision,  in  effect,  not  to  build  the  joint  venture, 
the  Air  Force  resumed  planning  for  a  new  Patrick  afb  hospital  and  delayed 
plans  for  funding  the  project  from  fiscal  year  1994  to  fiscal  year  1997.  As  a 
result,  the  Air  Force,  like  va,  could  incur  additional  construction  costs 
because  of  the  curtailment  of  its  plans. 


*The  $171  million  estimate  is  for  the  medical  center  only,  and  does  not  include  an  estimated  $44  million 
for  new  outpatient  and  nursing  home  facilities  in  east  central  Florida. 
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Joint  Ventures  and 
Sharing  Agreements 
Could  Reduce  Costs 
and  Improve  Services 


va  could  reduce  federal  medScal  care  costs  and  improve  services  for 
federal  beneficiaries  in  east  central  Florida  by  developing  joint  ventures 
and  sharing  agreements  with  the  Air  Force  and  the  Navy.  Under  this 
approach,  va  and  the  Air  Force  could  build  a  joint  medical  center  at  the 
North  Viera  site,  and  va  could  build  an  outpatient  clinic  and  nursing  home 
at  the  site  near  Orlando  to  be  donated  by  North  Viera's  developer.  Both 
sites  remain  available. 

A  VA/Air  Force  joint  venture  could  reduce  construction  and  operating  costs 
for  new  va  and  Air  Force  facilities,  compared  to  the  costs  of  building  the 
new  va  medical  center  in  Orange  County  and  a  separate  Air  Force  facility 
at  Patrick  Air  Force  Base.  Also,  a  joint  venture  would  allow  va  to  reduce 
its  fee-basis-care  costs  in  Brevard  County,  and  would  allow  the  Air  Force 
to  reduce  its  Civilian  Health  and  Medical  Program  of  the  Uniformed 
Services  (champus)  costs.  Air  Force  officials  are  still  interested  in  a  joint 
venture  at  North  Viera 

By  utilizing  some  of  the  approximately  75  unused  beds  at  Orlando  Naval 
Hospital,  va  could  obtain  treatment  for  Orlando-area  veterans,  who 
currently  must  obtain  care  at  the  Tampa  or  Gainesville  va  Medical  Centers. 
In  return,  the  Navy  could  obtain  the  outpatient  and  nursing  home  services 
it  needs  through  sharing  agreements  with  the  va  outpatient  clinic  and 
nursing  home. 


Recommendation  to 
the  Secretary  of 
Veterans  Affairs 

Agency  Comments 


We  recommend  that  the  Secietary  reconsider  the  site  selection  for  the  east 
central  Florida  va  medical  center. 


We  did  not  obtain  written  comments  on  this  report  Howe\  '3r,  at  exit 
conferences,  va  and  dod  officials  suggested  various  changes  to  the 
technical  content  of  the  report,  which  we  incorporated  as  appropriate. 
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Unless  you  publicly  release  its  contents  earlier,  we  plan  no  further 
distribution  of  this  report  for  30  days.  At  that  time,  we  will  send  copies  to 
the  Secretaries  of  Veterans  Affairs  and  Defense;  the  House  and  Senate 
Committees  on  Veterans'  Affairs;  the  House  and  Senate  Committees  on 
Armed  Services;  the  House  and  Senate  Committees  on  Appropriations;  the 
House  Committee  on  Government  Operations;  the  Senate  Committee  on 
Governmental  Affairs;  the  Director,  Office  of  Management  and  Budget;  and 
other  interested  parties.  We  will  also  make  copies  available  to  others  on 
request. 

Please  call  me  on  (202)  512-7101  if  you  or  your  staff  have  any  questions 
concerning  this  report.  Other  major  contributors  are  listed  in  appendix  II. 

Sincerely  yours, 


Qe^  p.  a 


David  P.  Baine 

Director,  Federal  Health  Care 
Delivery  Issues 


Page  9  GAO/HRD-93  77  Eut  Central  Florida  VA  Medical  Center 


Contents 


195 


Letter 

Appendix  I 
Selection  of 
Crowntree  Lakes  Will 
Delay  Completion  and 
Increase  Costs  of  East 
Central  Florida  VA 
Medical  Center 


12 

Background  12 

Objectives,  Scope,  and  Methodology  17 

Selection  of  Crowntree  Lakes  Not  Justified  1 8 

Site  Selection  Process  Delayed  Medical  Center  Completion  and  27 

Contributed  to  Increased  Costs 

Potential  for  Joint  Ventures  Still  Exists  28 

Conclusions  30 

Recommendation  to  the  Secretary  of  Veterans  Affairs  30 


Appendix  II 

Major  Contributors  to 

This  Report 

Table 


Figures 


31 


Table  LI:  Results  of  1991  VA  Evaluations  of  East  Central  Florida  16 

Site  Options 

Figure  1:  East  Central  Florida  VA  Medical  Center  Site  3 

Alternatives 
Figure  1.1:  East  Central  Florida  Veteran  Population  Growth,  By  20 

County 
Figure  1.2:  Number  of  East  Central  Florida  Veterans  Aged  65  or  21 

Older,  by  County 


Abbreviations 

AFB 

Air  Force  Base 

CHAMPUS 

Civilian  Health  and  Medical  Program  of  the  Uniformed 

Services 

DOD 

Department  of  Defense 

EIS 

Environmental  Impact  Statement 

GAO 

General  Accounting  Office 

VA 

Department  of  Veterans  Affairs 

VHA 

Veterans  Health  Administration 

Page  10 


GAO/HRD-93-77  East  Central  Florida  VA  Medical  Center 


f 


196 


Appendix  I 


Selection  of  Crowntree  Lakes  Will  Delay 
Completion  and  Increase  Costs  of  East 
Central  Florida  VA  Medical  Center 


Background 


The  east  central  Florida  medical  center  project  began  in  June  1983,  when 
the  va  medical  district  responsible  for  most  of  va's  Florida  operations 
recommended  that  va  build  a  470-bed  medical  center  in  Brevard  County  to 
improve  access  to  va  inpatient  care  in  east  central  Florida.  The  Brevard 
County  medical  center  was  to  be  the  second  of  four  new  medical  centers 
in  Florida1 

The  nearest  va  inpatient  and  nursing  home  facilities  for  east  central 
Florida's  31 1,000  veterans  are  in  (1)  Tampa,  about  80  miles  west  of 
Orlando,  and  (2)  Gainesville,  more  than  100  miles  northwest  of  Daytona 
Beach.  The  new  Palm  Beach  County  Medical  Center  will  be  about  110 
miles  southeast  of  Melbourne,  va  operates  two  east  central  Florida 
outpatient  clinics,  in  Orlando  and  Daytona  Beach. 


Why  Site  Selection  Is 
Important 


Care  in  selecting  an  appropriate  site  for  the  new  medical  center  is 
important  because  east  central  Florida's  veterans  are  spread  out  among 
eight  counties  and  three  metropolitan  areas  (Orlando,  Daytona  Beach,  and 
Melbourne/Cocoa).2  Selection  of  a  site  in  one  community  would  improve 
access  for  veterans  in  that  community  without  significantly  improving 
access  for  other  east  central  Florida  veterans,  if  the  site  is  not  convenient 
to  the  other  communities.  For  example,  a  location  in  southern  Brevard 
County  would  place  the  hospital  more  than  50  miles  from  both  Orlando 
and  Daytona  Beach. 

Recognizing  this  problem,  we  reported  in  1986  that  va's  conclusion  that 
the  new  hospital  should  be  built  in  Brevard  County  was  inadequately 
supported.3  We  concluded  that  most  of  the  data  considered  by  the  medical 
district  favored  locating  the  medical  center  in  Orange  or  Seminole  County, 
because  of  their  greater  concentrations  of  veterans,  particularly  older  and 
lower-income  veterans  who  typically  are  the  greatest  users  of  va  facilities. 
va  suspended  advance  planning  of  the  new  medical  center,  pending  a 
reassessment  of  its  decision  to  limit  the  area  of  consideration  to  Brevard 
County. 


'The  first  new  medical  center,  in  Palm  Beach  County,  is  under  construction. 

-The  eight  east  central  Florida  counties  are  Orange  (Orlando  I,  Brevard  (Melbourne/Cocoa),  Volusta 
(Daytona  Beach).  Seminole.  Osceola.  Lake.  Flagler,  and  Indian  River. 

*VA  Health  Care:  Insufficient  Support  for  Brevard  County  Location  for  New  Florida  Hospital 
(GAO/HRD-86-67,  June  4,  1986) 
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Appendix  I 

Selection  of  Crowntree  Lake*  Will  Delay 
Completion  and  Increase  Costs  of  Eaat 
Central  Florida  VA  Medical  Center 


VA  and  DOD  Discussed 
Potential  Joint  Ventures 


During  the  reassessment,  va  officials  in  Florida  discussed  potential  joint 
ventures  with  local  Air  Force  and  Navy  facilities.  The  Air  Force  indicated 
an  interest  in  a  joint  medical  center  with  va  because  it  needed  to  upgrade 
its  inpatient  facility  in  east  central  Florida.  In  1983,  the  Air  Force  began 
plans  to  renovate  the  20-bed  hospital  at  Patrick  Air  Force  Base,  and 
expand  it  to  75  beds.  In  1987,  however,  the  Defense  Medical  Facilities 
Office,  of  the  Office  of  the  Assistant  Secretary  of  Defense  (Health  Affairs), 
directed  the  Air  Force  to  shelve  its  renovation  and  expansion  plans,  in 
favor  of  pursuing  a  joint  medical  center  project  with  va. 

The  Navy,  on  the  other  hand,  had  a  relatively  new  140-bed  hospital  at  the 
Orlando  Naval  Training  Center.  In  its  1987  discussions  with  va,  the  Navy 
identified  needs  for  outpatient  and  nursing  home  care,  rather  than  for 
inpatient  care.  In  December  1987,  va,  Navy  and  Air  Force  officials 
concluded  that 

va  and  the  Air  Force  should  build  a  joint  venture  medical  center  near 
Patrick  afb;  and 

va  should  build  an  outpatient  clinic  and  nursing  home  at  Orlando  Naval 
Training  Center,  to  be  shared  with  Orlando  Naval  Hospital. 


VA  Revised  Its  Area  of 
Consideration 


In  June  1988,  va  changed  the  area  for  consideration  from  Brevard  County 
to  a  35-mile  radius  around  a  point  in  southeastern  Orange  County,  10  miles 
west  of  the  intersection  of  Interstate  95  and  the  Bee  Line  Expressway.  The 
new  area  of  consideration  excluded  the  portion  of  Brevard  County  south 
of  Melbourne,  but  added  most  of  Orange,  Seminole,  and  Osceola  Counties, 
and  a  portion  of  southern  Volusia  County  (though  not  the  Daytona  Beach 
area),  va  stated  at  the  time  that  any  site  within  the  35-mile  area  would 
maximize  access  to  health  care  for  east  central  Florida  veterans.  In  the 
Fall  of  1988,  va  solicited  site  donations  within  the  35-mile  radius  area 

va  planned,  once  it  began  evaluating  actual  site  offers,  to  consider  factors 
other  than  each  site's  location.  One  of  the  main  factors  was  the  potential 
for  joint  ventures  with  local  Department  of  Defense  facilities.  In 
announcing  the  new  area  of  consideration,  the  former  Administrator  of 
Veterans  Affairs  indicated  that  it  was  drawn,  in  part,  to  include  the  existing 
dod  hospitals  in  east  central  Florida— Orlando  Naval  Hospital  and  the 
hospital  at  Patrick  afb,  in  Brevard  County— to  facilitate  joint  ventures,  va 
also  indicated  that  it  would  consider  the  cost-effectiveness  of  each  site, 
and  its  access  to  existing  transportation  corridors. 
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Selection  of  Crown  tree  Likes  Will  Delay 
Completion  and  Increase  Costa  of  East 
Central  Florida  VA  Medical  Center 


VA  Evaluates  Solicited  Site 
Offers 


va  received  10  firm  site  offers  in  Brevard,  Orange,  and  Seminole  Counties 
in  response  to  its  solicitation.  A  site  board  established  by  va's  Office  of 
Facilities  visited  and  evaluated  the  sites  in  early  1989.4  5  Based  on  the  site 
board's  recommendations,  va  decided  in  December  1989  to  proceed  with 
preparation  of  an  Environmental  Impact  Statement  for  three  sites  (North 
and  South  Viera  in  Brevard  County,  and  Orlando  Naval  Training  Center).6 
The  eis  was  designed  to  identify  the  environmental  consequences,  both 
positive  and  negative,  of  building  a  medical  center  at  each  site.  For 
example,  the  Eis  would  determine  if  potential  sites  had  wetlands  or 
endangered  species,  which  are  required  by  federal  and  state  laws  to  be 
protected.  Under  a  schedule  developed  by  the  site  board  in  March  1990, 
the  Secretary  would  announce  his  preliminary  site  selection,  for  inclusion 
in  the  Draft  Environmental  Impact  Statement,  in  August  1990. 


VA  Considered  Additional 
Unsolicited  Offers 


va,  however,  continued  to  accept  site  offers  after  the  environmental 
review  started.  First,  the  site  board  reviewed  two  additional  site  offers 
(called  Beltway  Commerce  Center  and  Clayton/Rybolt)  and  gave  them 
interim  ratings  in  October  1990,  using  the  same  criteria  it  used  in  1989. 
Clayton/Rybolt  was  rated  ahead  of  all  sites  except  North  and  South  Viera, 
while  Beltway  Commerce  Center  was  rated  behind  not  only  the  Viera  sites, 
but  also  behind  several  sites  va  had  already  rejected. 


After  va  had  added  the  two  sites  to  its  environmental  review,  it  considered 
adding  two  more  site  offers:  (1)  the  Deltona  site,  offered  by  Volusia 
County  in  October  1990,  and  (2)  Crowntree  Lakes,  offered  in  January  1991 
as  an  alternative  to  Beltway  Commerce  Center.  The  site  board  visited  both 
sites  and,  based  on  its  view  that  neither  site  was  superior  to  the  top-rated 
sites  already  being  considered  (the  Viera  sites),  recommended  against 
further  delaying  completion  of  the  Draft  Environmental  Impact  Statement 
by  including  the  most  recent  site  offers. 

The  site  board  evaluated  offers  on  quality  (70  percent  of  each  site's  total  score)  and  cost  (30  percent) 
The  quality  criteria  included:  (I)  construction  factors  such  as  environmental  characteristics  and  access 
to  transportation,  police,  fire,  and  ambulance  services;  and  (2)  medical  criteria  such  as  accessibility 
and  VA/DOD  sharing  potential  The  cost  criteria  included  utilities  and  parking,  and  possible  demolition 
and  relocation  costs. 

'Effective  October  1 .  1992,  the  Office  of  Facilities  was  abolished  and  most  of  its  functions  transferred 
to  VHA  Because  we  are  discussing  events  that  occurred  before  October  1,  1992,  we  have  maintained 
the  distinction  between  the  Office  of  Facilities  and  VHA. 

fiAn  environmental  review  was  required  under  the  National  Environmental  Policy  Act  because  of  the 
size  of  the  medical  center  project.  Council  on  Environmental  Quality  regulations  require  a  Draft 
Environmental  Impact  Statement  for  public  comment  followed  by  a  final  statement  The  final 
environmental  impact  statement  is  to  contain  responses  to  the  public  comments,  and  any  changes 
from  the  draft  statement  Following  public  comments  on  the  final  statement  a  Record  of  Decision  is  to 
be  issued  designating  the  environmentally  preferred  action. 
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Selection  of  Crowntree  Lakes  Will  Delay 
Completion  and  Increase  Costa  of  East 
Central  Florida  VA  Medical  Center 


va  management  initially  agreed  with  the  site  board.  In  March  1991, 
however,  the  Secretary  suspended  release  of  the  Draft  eis  for  60  days. 
After  learning  that  the  site  board's  opposition  to  considering  Crowntree 
Lakes  was  based  on  inaccurate  data  concerning  the  presence  of  wetlands 
on  the  site,  the  Secretary,  in  June  1991,  instructed  the  site  board  to  add 
Crowntree  Lakes  and  Deltona  to  the  environmental  review. 


VA's  1991  Site  Evaluations 
Ranked  Viera  Site  Highest 


Two  1991  va  site  evaluations  rated  the  North  Viera  site  in  Brevard  County 
the  highest  by  wide  margins.  The  Office  of  Facilities'  site  board  conducted 
a  re-evaluation  of  six  sites  in  July  1991,  using  the  same  criteria  it  used  in 
1989.7  The  Secretary  then  asked  vha  to  conduct  another  evaluation,  placing 
a  greater  emphasis  on  health  care  issues.8 


Both  evaluations  ranked  the  sites  in  the  same  order,  led  by  North  Viera, 
Deltona,  and  Crowntree  Lakes.  Also,  vha's  September  1991  report  stated 
that  the  top-ranked  siting  option  for  each  major  county  (Brevard,  Volusia, 
and  Orange)  would  meet  the  inpatient,  outpatient,  and  nursing  home  care 
needs  of  veterans  in  east  central  Florida.  North  Viera's  scores,  however, 
were  significantly  higher  than  those  of  any  other  site,  as  shown  in  table  LI. 


'In  October  1990.  the  developer  of  the  two  Viera  sites  submitted  a  package  offer  of  the  North  Viera  site, 
plus  an  outpatient  clinic  site  in  Seminole  County.  VA's  subsequent  evaluations  considered  only  this 
offer,  and  did  not  include  the  South  Viera  site, 

"The  VHA  task  force  established  the  following  criteria:  (1)  accessibility  for  currently  underserved 
veterans,  (2)  VA/DOD  sharing  potential,  (3)  results  of  the  July  1991  site  board  evaluation  and  Draft 
Environmental  Impact  Statement,  (4)  costs  of  constructing  and  operating  a  medical  center  on  each 
sue,  and  (5)  accordance  with  VA's  health  care  goals. 
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Selection  of  Crowntree  Lakes  Will  Delay 
Completion  and  Increase  Costs  of  East 
Central  Florida  VA  Medical  Center 


Table  1.1:  Results  of  1991  VA 
Evaluations  of  East  Central  Florida 
Site  Options 


July  1991  Site  Board 
Score"               Rank 

September  1991  VHA  task 
force* 

Site 

Score" 

Rank 

North  Viera 

94 

1 

799 

1 

Deltona 

75 

2 

684 

2 

Crowntree  Lakes 

67 

3 

667 

3 

Beltway  Commerce  Center 

63 

4 

C 

c 

Clayton/Ryoolt 

58 

5 

636 

4 

Naval  Training  Center 

54 

6 

528 

5 

3The  VHA  task  force  scores  are  for  the  options  with  two  120-bea  nursing  homes  For  each  site, 
this  "split"  nursing  home  option  scored  higher  than  the  option  tor  a  single  240-bed  nursing  home 

bThe  Site  Board  ratings  were  oased  on  a  maximum  of  100  points,  while  the  VHA  ratings  were 
based  on  a  maximum  of  1 .000  points  For  both  evaluations,  the  average  score  per  participant  is 
shown,  rounded  to  the  nearest  whole  point 

'Beltway  Commerce  Center  was  not  rated  by  the  VHA  task  lorce  because  it  had  been 
superseded  by  the  Crowntree  Lakes  offer 


Among  the  factors  contributing  to  North  Viera's  high  ratings  in  both 
evaluations  were  the  va/dod  sharing  potential,  accessibility,  and  effects  on 
the  environment.  The  vha  report  cited  savings  to  the  federal  government, 
in  the  form  of  reduced  construction  costs  and  shared  services,  from  a  joint 
venture,  vha  did  not,  however,  estimate  total  savings. 


VHA  Prepares  a  New  Study 


Rather  than  select  a  medical  center  site  based  on  the  two  site  evaluations, 
va  issued  the  Draft  eis  in  early  October  1991  without  designating  a 
preferred  site.  At  about  the  same  time,  the  Secretary  asked  vha  to  obtain 
more  recent  veteran  population  data  from  the  1990  census.  The  Secretary 
advised  us  that  the  1991  evaluations  did  not  convince  him  that  the  medical 
center  should  be  in  Brevard  County,  because  more  veterans  live  in  the 
Orlando  area. 


va  asked  the  Bureau  of  the  Census  to  quickly  provide  1990  census  data  on 
the  Florida  veteran  population.  The  Bureau,  in  early  February  1992, 
provided  va  preliminary  data  on  county-by-county  veteran  population,  va 
used  these  data  to  determine  the  number  of  veterans  within  a  50-mile 
radius  of  each  of  the  three  top-rated  medical  center  sites.  The  Secretary 
met,  in  February  1992,  with  the  officials  who  analyzed  the  1990  census 
data  to  discuss  their  analyses. 
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The  Associate  Chief  Medical  Director  for  Resource  Management  stated 
that  in  these  and  other  meetings  following  the  September  1991  vha  task 
force  report,  the  Secretary  repeatedly  expressed  concern  about  selecting 
North  Viera  because  more  veterans  live  in  the  Orlando  area.  The  Associate 
Chief  Medical  Director  stated  that,  because  he  could  not  adequately  justify 
to  the  Secretary  vha's  support  for  North  Viera,  he  changed  his  mind  about 
selecting  North  Viera  and  asked  his  staff  on  March  19  to  prepare  a  new  site 
evaluation,  based  on  the  1990  census  data.  This  evaluation,  which 
recommended  that  the  Secretary  select  Crowntree  Lakes,  was  delivered  to 
the  Secretary  on  March  27,  1992. 

va  officials  told  us  that  the  March  1992  study  was  done  to  (1)  include  the 
most  recent  census  data  regarding  east  central  Florida's  veteran 
population,  (2)  overcome  what  they  perceived  as  a  bias  toward  Brevard 
County  in  the  earlier  evaluations,  and  (3)  consider  socioeconomic  factors 
excluded  from  the  earlier  evaluations. 


Objectives,  Scope, 
and  Methodology 


Representative  Jim  Bacchus  asked  us  to  evaluate  va's  decision  to  build  a 
freestanding  medical  center  at  the  Crowntree  Lakes  site,  rather  than 
pursue  a  joint  venture.  In  doing  our  work,  we  focused  on 


whether  the  selection  of  Crowntree  Lakes  was  justified, 

why  va's  site  selection  was  delayed  until  March  1992,  and 

how  the  delay  will  affect  the  costs  of  new  va  and  military  medical  facilities 

in  east  central  Florida. 

We  reviewed  va  and  dod  records  and  studies  and  spoke  with  numerous  va 
and  dod  officials  involved  in  the  site  selection.  The  records  we  reviewed 
included 

the  Office  of  Facilities'  east  central  Florida  site  board  evaluations  from 

1989  and  1991,  and  supporting  documentation, 

vha's  September  1991  and  March  1992  site  evaluations, 

the  Draft  and  Final  East  Central  Florida  Eis's, 

records  of  va's  discussions  with  the  Air  Force  and  Navy  concerning 

potential  joint  ventures  and  sharing  agreements,  and 

correspondence  between  va  and  interested  Members  of  Congress. 

We  also  visited  east  central  Florida  to  discuss  va's  site  selection  process 
with  site  offerors,  local  government  officials,  and  Air  Force  and  Navy 
officials.  We  met  with  the  offerors  of  the  three  top-rated  sites  in  the 
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September  1991  vha  report — North  Viera,  Deltona,  and  Crowntree  Lakes. 
We  also  met  with  Brevard  County  (North  Viera),  Volusia  County  (Deltona), 
and  Orange  County  (Crowntree  Lakes)  officials  and  with  officials  of  the 
Orlando  Naval  Hospital,  at  Orlando  Naval  Training  Center,  and  the  Air 
Force  Systems  Command  Hospital  at  Patrick  afb. 


Following  our  visit  to  east  central  Florida,  we  interviewed  the  Deputy 
Secretary  of  Veterans  Affairs,  the  Assistant  Secretary  for  Acquisition  and 
Facilities,  and  the  Associate  Chief  Medical  Director  for  Resource 
Management,  on  their  roles  in  the  site  selection  process  and  on  the  issues 
raised  in  our  preliminary  review.  We  then  obtained  a  written  response 
from  the  Secretary  of  Veterans  Affairs  to  questions  concerning  his 
selection  of  Crowntree  Lakes  as  the  preferred  site. 


Scope  Limitations 


Our  efforts  were  limited  to  an  assessment  of  the  site  selection  process.  We 
did  not  evaluate 


•  the  need  for  a  va  medical  center,  or  other  new  va  medical  facilities,  in  east 
central  Florida; 

•  the  number  of  hospital  and  nursing  home  beds  planned;  or 

•  the  need  for  new  Air  Force  or  Navy  medical  facilities. 

We  could  not  estimate  the  extent  of  cost  savings  from  a  VA/Air  Force  joint 
venture.  While  va  and  Air  Force  officials  asserted  that  there  would  be 
savings  from  constructing  and  operating  a  joint  medical  center,  no 
estimates  of  savings  were  prepared.  In  addition,  we  could  not  estimate  the 
construction  cost  savings  if,  for  example,  va  had  selected  North  Viera 
because  the  Air  Force  has  not  estimated  the  cost  of  building  a  separate  Air 
Force  hospital. 

We  conducted  our  review  from  April  through  February  1993  in  accordance 
with  generally  accepted  government  auditing  standards. 


Selection  of 
Crowntree  Lakes  Not 
Justified 


va's  selection  of  Crowntree  Lakes  was  not  justified.  Two  1991  studies 
rated  the  North  Viera  site  higher  than  Crowntree  Lakes  by  wide  margins. 
The  March  1992  vha  study,  upon  which  va  based  its  decision,  provided 
little  new  data,  was  defective  in  several  respects,  and  provided  inadequate 
suppou  for  vha's  change  of  preference  from  North  Viera  to  Crowntree 
Lakes.  In  addition,  va's  rationale  for  selecting  Crowntree  Lakes — that 
Orange  County  is  more  centrally  located — is  inconsistent  with  the 
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selection  criteria  va  announced  when  it  solicited  land  donations.  These 
criteria — cost-effectiveness,  potential  for  va/dod  joint  ventures  and 
sharing,  and  highway  access — as  reflected  in  va's  site  evaluation  criteria, 
contributed  to  North  Viera's  high  ratings  in  previous  evaluations. 


March  1992  Study  Provided       va's  March  1992  study  provided  little  data  to  support  a  change  in  vha's 
Little  New  Data  preference  from  North  Viera  to  Crowntree  Lakes.  First,  the  1990  census 

data  did  not  reveal  significant  demographic  changes  that  would  lead  to 
selection  of  a  site  in  Orange  County.  For  example,  the  growth  in  Orange 
County's  veteran  population  during  the  1980s  was  the  slowest  of  any  of  the 
eight  east  central  Florida  counties.  Second,  contrary  to  the  Secretary's 
statement,  vha's  recommendation  did  not  consider  socioeconomic  factors 
absent  from  the  earlier  evaluations,  while  the  1991  vha  report  considered 
them.  In  our  1986  report,  we  presented  data  showing  that  the  Orange 
County  veteran  population  was  the  region's  oldest  and  poorest;  available 
data  suggest  that  Orange  County  veterans  are  now  the  youngest,  and  have 
the  highest  per  capita  incomes.  Finally,  neither  the  March  1992  report  nor 
the  Secretary  and  other  senior  va  officials  we  contacted  cited  any  specific 
deficiencies  in  the  earlier  evaluations  that,  in  our  opinion,  would  have 
affected  their  outcomes. 


Demographic  trends,  as  shown  by  the  1990  census  data,  are  more 
favorable  to  Brevard  or  Volusia  County  than  to  Orange  County.  Although 
Orange  County  still  had  the  largest  number  of  veterans  in  1990,  its 
21-percent  veteran  population  growth  in  the  1980s  was  the  lowest  of  the 
eight  east  central  Florida  counties.  (See  figure  LI.) 
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Figure  1.1 :  East  Central  Florida  Veteran 
Population  Growth,  by  County 

(1980-90) 


Vstarsn  Psrcsnt  Increase 
200 


County 


If  each  county's  relative  rate  of  veteran  population  growth  continues, 
Brevard  County's  veteran  population  would,  by  the  year  2000,  have  caught 
up  to  Orange  County's  veteran  population.  Approximately  100,000 
veterans  would  reside  in  each  county,  while  Volusia  County's  veteran 
population  would  rise  to  about  86,000.  Such  population  trends  are  also 
important  in  assessing  how  many  veterans  live  within  50  miles  of  the 
proposed  medical  center  sites.  Unlike  vha's  1991  evaluation,  which 
projected  the  veteran  population  of  each  county  to  2005,  the  March  1992 
report  used  1990  veteran  population  estimates,  but  did  not  project  what 
veteran  populations  would  be  when  the  new  medical  center  is  opened. 
Thus,  while  the  March  1992  report  used  more  current  base  data,  it  ignored 
the  demographic  trends  shown  in  the  1990  census  data. 

Orange  County  also  has  the  second  smallest  percentage  of  veterans  aged 
65  or  older  of  the  eight  east  central  Florida  counties.  As  shown  in  figure 
1.2,  Brevard  and  Volusia  counties  already  have  more  veterans  aged  65  or 
older  than  Orange  County.  This  contrasts  to  gao's  1986  report,  which 
noted  that  Orange  County  had  an  older  veteran  population  than  the  other 
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counties.  This  is  important  because  the  elderly  use  more  va  services  than 
younger  veterans. 


Figure  1.2:  Number  of  East  Central 
Florida  Veterans  Aged  65  or  Older,  by 
County  (1990) 
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The  March  1992  vha  report  did  not  evaluate  socioeconomic  data  on  the 
veteran  population,  va  developed  some  income-related  data,  based  on  va 
pension  and  compensation  records,  but  none  of  these  data  were  included 
in  the  March  1992  report.  The  primary  users  of  va  hospitals  are  veterans 
who  can  least  afford  private  hospitalization— those  living  below  the 
poverty  line.  In  1980,  over  twice  as  many  individuals  in  Orange  County 
lived  below  the  poverty  line  as  in  Brevard  County.  More  recent  data,  such 
as  per  capita  income  data  included  in  vha's  September  1991  report,  suggest 
that  of  the  three  main  east  central  Florida  counties,  Orange  now  has  the 
highest  per  capita  income.9 

None  of  the  va  officials  we  spoke  with  identified  any  specific  flaws  in  the 
two  1991  site  evaluations  that,  in  our  opinion,  would  have  affected  their 
outcomes;  our  review  also  did  not  identify  such  flaws.  We  identified  two 

'•At  the  time  of  our  review,  1 990  census  data  on  the  incomes  of  Florida  veterans  were  not  available 
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problems  with  the  1991  evaluations:  (1)  failure  to  consider  total  costs  to 
the  government  (both  va  and  dod)  of  each  site  option  and  (2)  failure  to 
consider  the  costs  of  mitigating  potential  environmental  problems  at  each 
site.  If  va  had  considered  these  additional  factors,  however,  they  probably 
would  have  provided  additional  support  for  North  Viera. 


Other  Defects  of  the 
March  1992  VHA  Study 


In  addition  to  the  demographic  factors  discussed  above,  the  March  1992 
vha  recommendation  of  Crowntree  Lakes  was  inadequately  supported 
because  it 


used  a  measure  of  accessibility  favorable  to  Crowntree  Lakes  and  ignored 

multiple  measures  used  in  earlier  evaluations, 

did  not  consider  the  effects  the  various  sites  would  have  on  the  workloads 

of  existing  va  medical  centers, 

incorrectly  suggested  that  a  medical  center  at  Crowntree  Lakes  would 

have  more  effect  on  reducing  fee-basis  costs  than  a  medical  center  at 

North  Viera, 

downplayed  the  advantages  of  a  joint  venture  with  the  Air  Force  at  North 

Viera,  and 

did  not  consider  the  costs  of  mitigating  potential  environmental  problems 

at  each  site. 


Accessibility  Defined  to  Favor 
Crowntree  Lakes 


vha's  March  1992  report  defined  accessibility  in  a  way  that  favored  its 
recommendation  of  Crowntree  Lakes.  By  defining  accessibility  in  terms  of 
(1)  the  number  of  veterans  living  within  50  miles  of  each  site,  and  (2)  the 
number  of  veterans  in  each  county,  vha  accentuated  the  central  location  of 
a  site  in  Orange  County,  compared  with  a  site  in  Brevard  or  Volusia 
County. 


This  was  inconsistent  with  the  selection  criteria  va  established  when  it 
solicited  site  offers.  The  former  Administrator  of  Veterans  Affairs  stated  in 
1988  that  any  site  within  va's  35-mile  radius  area  of  consideration  would 
maximize  access  to  care  for  east  central  Florida  residents  and  that  site 
selection  would  depend  on  (1)  cost  effectiveness  and  (2)  proximity  to 
existing  highways. 

vha  essentially  abandoned  the  former  Administrator's  accessibility  criteria 
in  its  March  1992  evaluation,  vha  supported  its  recommendation  of 
Crowntree  Lakes  with  data  showing  the  straight-line  distance  of  veterans' 
homes  to  each  medical  center  site.  It  did  not,  however,  address  the 
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Effects  on  Existing  Facilities 
Not  Assessed 


differences  in  highway  and  mass  transit  access — the  accessibility  criteria 
va  announced  iii  soliciting  site  offers. 

The  March  1992  report  also  did  not  assess  the  potential  effects  of  a 
medical  center  at  each  site  on  the  use  of  existing  va  medical  centers.  In 
preparing  its  March  1992  report,  vha  used  data  showing  the  number  of 
veterans  within  50  miles  of  each  site.  These  data  showed  that  many  of  Polk 
County's  56,000  veterans  would  be  within  50  miles  of  both  Crowntree 
Lakes  and  the  Tampa  va  Medical  Center.  A  similar,  but  smaller,  overlap 
would  exist  between  Deltona  and  the  Gainesville  va  Medical  Center  in 
parts  of  Marion  and  Putnam  Counties,  which  have  a  total  of  42,000 
veterans. 


Transportation  Access 
Inadequately  Considered 


Location  of  the  va  medical  center  at  Crowntree  Lakes  could  have  a 
significant  effect  on  the  Tampa  Medical  Center's  workload.  About 
12  percent  of  the  veterans  discharged  from  the  Tampa  Medical  Center  live 
in  Orange  County  and  could  obtain  most  future  services  from  an  Orange 
County  hospital;  a  portion  of  the  veterans  living  in  Polk,  Lake,  Osceola 
and  Seminole  Counties  would  also  likely  use  Crowntree  Lakes.  Similarly, 
about  8  percent  of  the  veterans  discharged  from  the  Gainesville  Medical 
Center  live  in  Volusia  County,  and  could  obtain  future  care  at  a  Deltona 
medical  center.  Placement  of  the  medical  center  at  North  Viera,  however, 
could  have  less  effect  on  existing  medical  centers,  because  its  50-mile 
radius  does  not  overlap  with  Tampa's  or  Gainesville's,  and  only  about  4 
percent  of  veterans  discharged  from  the  Tampa  medical  center  live  in 
Brevard  County. 

vha's  1991  evaluation,  consistent  with  the  site  selection  criteria, 
considered  ease  of  access  to  each  site,  both  road  and  mass  transit.  North 
Viera,  because  of  (1)  its  proximity  to  Interstate  95  and  (2)  Brevard 
County's  commitment  to  provide  bus  service  to  the  site,  was  rated  higher 
than  Crowntree  Lakes,  which  relied  more  on  planned  than  existing  roads 
and  had  poor  prospects  for  bus  service.  The  Volusia  county  site  scored 
higher  than  Crowntree  Lakes,  but  below  North  Viera,  because  of  fair 
prospects  for  mass  transit 

vha's  1992  study  did  not  address  the  transportation  site  selection  criteria  in 
its  recommendation  of  Crowntree  Lakes.  The  study's  supporting  data  on 
transportation,  however,  were  taken  from  the  1991  vha  report,  and  showed 
that  the  North  Viera  site  has  better  transportation  access.  While  vha  was 
preparing  its  study,  the  Assistant  Secretary  for  Acquisition  and  Facilities 
was  attempting  to  obtain  assurances  from  Orange  County  that  promised 
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Assumptions  on  Fee-Basis  Care 
Not  Valid 


access  roads  to  Crowntree  Lakes  would  be  built.  The  Assistant  Secretary 
told  us  he  had  reservations  about  selecting  Crowntree  Lakes,  despite  its 
location,  because  of  uncertainty  that  access  roads  would  be  completed. 
Orange  County  provided  such  assurances  at  approximately  the  same  time 
as  vha  finished  its  study,  but  the  assurances  are  not  reflected  in  vha's 
report. 

In  describing  the  advantages  of  va's  three  top-rated  sites,  the  March  1992 
vha  report  incorrectly  suggested  that  a  medical  center  at  Crowntree  Lakes 
would  have  a  greater  impact  on  reducing  non-VA  hospitalizations  and 
fee-basis  care  than  would  a  medical  center  at  either  North  Viera  or 
Deltona.  The  report  stated  that  a  va  medical  center  at  Crowntree  Lakes 
would  reduce  non-VA  hospitalization  and  fee-basis  services  for  all  east 
central  Florida  veterans.  Its  description  of  the  advantages  of  a  North  Viera 
site  was  more  guarded,  suggesting  only  a  possible  reduction  in  non-VA 
hospitalization  and  fee-basis  services  in  Brevard  County.  There  is  no 
mention  of  possible  reduction  of  non-VA  hospitalizations  and  fee-basis  care 
resulting  from  a  Deltona  site. 

Selection  of  any  of  the  three  sites  should  result  in  a  significant  reduction  in 
fee-basis  care,  because  (1)  any  of  the  sites  would  be  closer  to  more  east 
central  Florida  veterans  than  Tampa  or  Gainesville,  and  (2)  va  plans  to 
expand  its  outpatient  and  nursing  home  capabilities  in  the  area. 

vha's  characterizations,  however,  are  inconsistent  with  the  data  presented 
in  the  report  on  non-VA  hospitalizations  and  fee-basis  care,  which  show 
that  Brevard  County  veterans  are  the  largest  users  of  fee-basis  care  in  east 
central  Florida.  In  fact,  va  spent  more  on  fee-basis  care  for  veterans  in 
Brevard  County  than  for  veterans  in  Orange  and  Volusia  Counties 
combined.  A  medical  center,  with  associated  outpatient  clinic  and  nursing 
home,  in  Brevard  County  should  have  a  greater  effect  on  fee-basis  care 
than  a  site  in  Orange  County,  since  Brevard  County  is  where  the  most 
fee-basis  users  are. 


Benefits  of  Joint  Venture 
Downplayed 


When  compared  to  va's  previous  evaluations,  vha's  March  1992  report 
placed  less  importance  on  the  potential  for  a  joint  venture  at  North  Viera, 
essentially  equating  it  to  the  Navy's  general  expression  of  interest  in 
possible  sharing  at  Crowntree  Lakes.  Also,  while  va  estimated  the  Air 
Force's  contribution  to  the  costs  of  a  joint  medical  center  at  North  Viera, 
this  was  not  reflected  in  the  comparisons  of  the  relative  costs  of  building  a 
medical  center  at  each  site. 
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vha's  September  1991  report  included  a  discussion  of  va/dod  sharing 
potential,  which  found  that  North  Viera  offered  an  excellent  VA/Air  Force 
joint  venture  opportunity,  and  noted  that  a  draft  memorandum  of 
understanding  and  concept  of  operations  had  already  been  developed  with 
the  Air  Force.  It  went  on  to  note  that  the  joint  venture  would  enhance  staff 
recruitment  and  retention  because  of  the  broader  mix  of  patients  that 
would  be  served  at  a  joint  medical  center. 

The  March  1992  report  repeated  the  discussion  in  the  September  1991 
report,  but  the  March  1992  recommendation  was  supported  by  the 
statement  that  both  Brevard  and  Orange  County  sites  would  provide 
opportunities  for  va/dod  sharing.  The  report  also  stated  that  an  advantage 
of  Crowntree  Lakes  would  be  possible  sharing  agreements  with  the  Navy 
and  Air  Force,  and  included  a  March  25,  1992,  letter  from  the  Surgeon 
General  of  the  Navy  to  va's  Chief  Medical  Director,  expressing  interest  in 
sharing  agreements  with  a  va  medical  center  in  Orange  County.  The 
March  1992  report  contained  no  evidence  that  the  Air  Force  was  interested 
in  sharing  agreements  at  Crowntree  Lakes.  In  fact,  during  the  site  selection 
process,  it  was  clear  that  the  Air  Force's  interest  in  a  partnership  with  va 
was  based  on  va  selecting  a  site  near  Patrick  afb.  Air  Force  officials 
indicated  a  lack  of  interest  in  a  joint  venture  with  va  at  Crowntree  Lakes, 
because  of  its  distance  (about  40  miles)  from  Patrick. 

vha  also  did  not  reconcile  its  March  1992  statement  on  sharing  with  its 
previous  support  for  a  joint  venture,  or  with  va's  original  intent  to  select  a 
site  based,  at  least  in  part,  on  its  potential  for  a  joint  venture.  When  we 
asked  about  this  apparent  inconsistency,  the  Secretary  and  other  senior  va 
officials  told  us  that,  while  they  consider  va/dod  sharing  important,  va's 
mission  to  care  for  veterans  comes  first.  They  asserted  that,  given  three 
acceptable  sites,  the  greater  accessibility  of  Crowntree  Lakes  overrode  the 
joint  venture  potential  of  North  Viera. 

In  our  opinion,  the  factor  that  clearly  separated  the  top  three  sites  was  not 
accessibility,  but  the  potential  savings  available  through  a  joint  venture. 
The  March  1992  vha  report  noted  that  placement  of  the  medical  center  in 
any  of  the  three  most  populous  counties  (Orange,  Brevard,  or  Volusia) 
would  meet  the  hospital  care  needs  of  east  central  Florida  veterans.  If 
total  costs  to  the  government  are  considered,  the  North  Viera  option 
would  appear  to  be  the  preferred  option  under  the  cost  criteria — one  of 
the  selection  factors  cited  by  va  in  soliciting  site  offers.  In  comparing  the 
expected  costs  at  each  potential  site,  however,  va's  estimates  included 
only  its  own  construction  and  operating  costs.  While  both  \tm  reports 
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Costs  of  Mitigating 
Environmental  Problems  at 
Potential  Sites  Not  Assessed 


included  estimates  of  the  Air  Force's  contribution  to  the  costs  of  building 
and  operating  a  joint  medical  center  at  North  Viera,  they  did  not  factor  Air 
Force  costs  into  the  comparisons  of  costs  among  the  alternative  sites.  That 
is,  vha  did  not  compare  the  costs  of  (1)  a  joint  vVAir  Force  medical  center 
at  North  Viera  and  (2)  a  va  medical  center  at  Crowntree  Lakes  or  Deltona, 
plus  a  separate  hospital  at  Patrick  afb.  Estimates  made  by  the  Office  of 
Facilities  for  vha  placed  the  Air  Force's  share  of  joint  venture  construction 
costs  at  $21.7  million.  Also,  the  September  1991  vha  report  estimated  the 
Air  Force's  costs  for  a  separate  Patrick  afb  hospital  at  $35  million,  but  this 
information  was  excluded  from  the  March  1992  report. 

va's  cost  analyses  did  not  consider  the  costs  of  mitigating  environmental 
problems  at  any  of  the  three  top-rated  sites.  The  March  1992  report  cited 
the  fact  that  very  few  problems  were  identified  in  the  environmental 
impact  statement  as  an  advantage  of  the  North  Viera  site.  Similarly,  it 
noted  that  there  were  no  environmental  problems  identified  at  the  Deltona 
site.  It  noted  as  a  disadvantage  of  Crowntree  Lakes,  however,  that  the  site 
might  require  architectural  noise  control  modifications  due  to  aircraft 
overflights  from  Orlando  International  Airport.  The  report,  however,  in 
summarizing  its  recommendation  stated  merely  that  all  three  sites  would 
be  environmentally  acceptable.  This  was  based  on  vha  consultation  with 
the  Office  of  Facilities'  site  board,  who  noted  that  the  Environmental 
Impact  Statement  identified  no  environmental  factors  that  would  preclude 
va  from  selecting  any  of  the  three  top-rated  sites. 


The  Els  process,  however,  identified  several  actions  which  va  will  have  to 
take  at  Crowntree  Lakes  to  deal  with  potential  environmental  problems, 
such  as 

designing  the  medical  center  building  to  curb  noise  from  nearby  Orlando 

International  Airport; 

testing  ground  water  quality,  because  of  the  site's  proximity  to  the  Orange 

County  Landfill;  and 

designing  the  medical  center's  layout  to  preserve  small  wetland  areas  on 

the  site. 
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Site  Selection  Process 
Delayed  Medical 
Center  Completion 
and  Contributed  to 
Increased  Costs 


va's  postponement  of  site  selection  to  consider  additional  unsolicited  site 
offers  delayed  efforts  to  meet  the  health  care  needs  of  federal 
beneficiaries  in  east  central  Florida  and  will  increase  the  costs  of  meeting 
those  needs.  Also,  the  Secretary's  selection  of  Crowntree  Lakes  precludes 
a  VA/Air  Force  joint  venture  in  east  central  Florida,  and  reversed  about  5 
years  of  efforts  to  develop  a  joint  venture. 


Air  Force  Most  Affected  by 
VA  Decision 


The  Air  Force  was  most  affected  by  va's  selection  of  Crowntree  Lakes;  it 
counted  on  a  joint  venture  in  Brevard  County,  and  must  develop  new  plans 
for  providing  medical  care  in  the  Patrick  afb  area,  particularly  for  champus 
beneficiaries.  In  1983,  the  same  year  that  va  decided  to  build  a  medical 
center  in  east  central  Florida,  the  Air  Force  commissioned  a  study  of  the 
needs  for  medical  care  in  the  area  around  Patrick  afb.  The  Air  Force 
concluded  that  the  existing  hospital  at  Patrick  should  be  expanded  from 
20  to  75  inpatient  beds. 

Before  design  of  the  project  was  completed,  however,  the  Air  Force  began 
discussions  with  va  about  a  potential  joint  venture.  In  July  1987,  the  Air 
Force  shelved  its  Patrick  afb  hospital  plan,  at  the  direction  of  the  Defense 
Medical  Facilities  Office,  and  reprogrammed  about  $18  million,  to  be 
requested  in  fiscal  year  1994,  for  the  Air  Force's  share  of  the  costs  of 
constructing  a  VA/Air  Force  medical  center  in  Brevard  County.  In  1990,  va 
and  the  Air  Force  agreed  to  develop  such  a  medical  center,  provided  that 
the  it  would  be  built  near  Patrick  afb. 

va's  decision  not  to  select  a  site  acceptable  to  the  Air  Force  for  a  joint 
medical  center  left  the  Air  Force  still  needing  to  upgrade  its  Patrick  afb 
medical  facilities.  According  to  Patrick  officials,  the  existing  hospital  now 
has  only  15  inpatient  beds,  and  has  enough  structural  deficiencies  that  it 
cannot  meet  Joint  Commission  on  the  Accreditation  of  Healthcare 
Organizations  safety  standards.  The  Air  Force  resumed  planning  for  a  new 
hospital  and  delayed  plans  for  funding  the  project  until  fiscal  year  1997. 
The  Air  Force  commissioned  a  new  economic  review  to  study  options  for 
a  new  Patrick  afb  facility,  such  as: 

•  renovating  and  expanding  the  existing  hospital,  similar  to  the  plans 
shelved  in  1987; 

•  constructing  a  replacement  hospital  on  the  base;  or 

•  replacing  the  hospital  with  a  new  clinic  building  and  providing  inpatient 
services  through  local  nonfederal  hospitals. 
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In  part  because  of  the  limited  capabilities  of  its  current  hospital,  the  Air 
Force  spends  about  $18  million  a  year  to  purchase  health  care  services 
from  private  providers  through  champus.  Because  it  will  lose  the  advantage 
of  being  able  to  offer  a  wider  range  of  services  through  a  joint  venture 
with  a  470-bed  va  hospital,  va's  site  selection  will  hinder  the  Air  Force's 
efforts  to  reduce  its  champus  costs. 

In  addition,  if  the  Air  Force  builds  a  new  hospital,  or  renovates  the  existing 
hospital,  the  construction  and  operating  costs  of  separate  va  and  Air  Force 
facilities  will  likely  be  higher  than  they  would  be  under  a  joint  venture. 
Also,  a  new  Patrick  afb  hospital  would  be  more  expensive,  due  to  inflation 
in  construction  costs,  than  the  facility  the  Air  Force  was  planning  in  1987 
(which  was  estimated  to  cost  $23  million).  We  cannot  determine,  however, 
the  magnitude  of  the  additional  federal  medical  facility  costs  in  east 
central  Florida  caused  by  the  delays  and  va's  abandonment  of  the  joint 
venture  until  the  Air  Force  has  decided  what  it  will  build  at  Patrick  afb. 


Medical  Center 
Completion  Delayed  and 
Costs  Increased 


Early  in  the  site  selection  process,  the  site  board  estimated  that  the  new 
medical  center  would  be  completed  in  the  Spring  of  1996.  As  the  site 
selection  process  was  delayed,  the  site  board  pushed  back  the  completion 
date;  by  the  time  the  Secretary  announced  the  selection  of  Crowntree 
Lakes,  the  date  had  slipped  more  than  3  years,  to  October  1999.  The 
estimated  cost  of  the  medical  center  has  also  increased  significantly.  In 
January  1990,  va's  5-year  construction  plan  estimated  design  and 
construction  costs  of  $93  million;  by  March  1992,  this  estimate  had  risen  to 
$171  million. 


The  Air  Force  may  experience  additional  costs  in  building  a  new  medical 
facility  at  Patrick  afb,  or  renovating  the  existing  facility.  We  could  not 
determine  the  effect  of  va's  delays,  however,  because  the  Air  Force  has  not 
determined  the  scope  of  the  new  Patrick  afb  facility,  nor  estimated  its 
construction  cost 


Potential  for  Joint 
Ventures  Still  Exists 


The  potential  for  joint  ventures  and  sharing  agreements  still  exists 
between  va  and  both  the  Air  Force  and  Navy.  The  North  Viera  site  and  the 
accompanying  Seminole  County  site  offered  for  an  Orlando-area 
outpatient  clinic  and  nursing  home  are  still  available,  and  the  Air  Force 
continues  to  be  interested  in  pursuing  a  joint  venture.  In  addition,  because 
the  Navy's  primary  needs  are  for  outpatient  services  and  nursing  home 
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beds,  construction  of  a  va  outpatient  clinic  and  nursing  home  in  the 
Orlando  area  should  create  the  opportunity  for  sharing  agreements. 
Finally,  va  may  be  able,  at  least  on  a  short-term  basis,  to  use  some  of  the 
unused  capacity  at  the  Orlando  Naval  Hospital  to  treat  veterans. 


Benefits  of  Joint  Ventures 


va  and  dod  are  authorized  by  Public  Law  97-174  to  explore  opportunities  to 
reduce  costs  and  improve  services  by  sharing  equipment  and  other 
resources.  One  way  to  do  this  is  through  joint  construction  and  operation 
of  medical  facilities.  By  combining  workloads,  joint  ventures  can  enable  va 
and  dod  to  offer  specialized  services  that  could  not  efficiently  be  offered 
separately.  In  addition,  joint  ventures  can  reduce  construction  and 
operating  costs  by  eliminating  unnecessary  duplication  of  health  care 
resources,  including  personnel,  equipment,  supplies,  and  physical 
facilities.  For  example,  such  services  as  dietetics,  pharmacy,  and  laundry 
can  be  combined. 


North  Viera  Still  Available 
for  Joint  Venture 


According  to  Viera's  developer,  the  North  Viera  site  is  still  available  to  va. 
Also,  the  Air  Force  is  not  yet  committed  to  a  specific  construction  project 
at  Patrick  afb.  Air  Force  officials  indicated  that  the  Air  Force  would  still 
be  willing  to  build  a  joint  venture,  if  va  changed  its  site  selection  to  a  site 
in  Brevard  County. 


Opportunities  for  VA/Navy 
Snaring 


If  va  built  the  joint  medical  center  at  North  Viera,  va  could  still  pursue 
sharing  agreements  with  the  Navy.  A  new  va  outpatient  clinic  and  nursing 
home  would  be  constructed  at  a  site  near  Orlando  to  be  donated  by  North 
Viera's  developer.  Such  a  facility  could  upgrade  va's  outpatient  services  in 
the  Orlando  area  and  help  the  Navy  meet  its  needs  for  additional 
outpatient  capacity  and  nursing  home  care. 

As  part  of  a  VA/Navy  sharing  agreement,  va  could  also,  to  the  extent  space 
is  available,  obtain  inpatient  hospital  care  for  Orlando-area  veterans  at 
Orlando  Naval  Hospital.  According  to  hospital  officials,  about  75  of  the 
hospital's  approximately  150  beds  are  usually  unoccupied.  These  beds 
could  be  used  by  va,  on  a  reimbursable  basis,  to  provide  additional 
inpatient  beds  for  veterans  in  Orange,  Seminole,  Volusia,  and  Lake 
Counties.  We  found  no  evidence  that,  in  its  recent  site  selection  activities, 
va  had  explored  the  possibility  of  referring  patients  to  Orlando  Naval 
Hospital. 
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The  availability  of  Navy  beds  for  va  beneficiaries  may  be  reduced  once  the 
Coordinated  Care  program  gives  Orlando  Naval  Hospital  the  funding 
flexibility  to  allow  some  of  its  champus  patients  to  be  treated  in-house.  For 
the  period  from  April  1991  to  March  1992,  champus  costs  in  the  Orlando 
Naval  Hospital  area  were  over  $30  million.  The  Naval  Hospital's 
commanding  officer  told  us  he  would  be  interested  in  an  arrangement  to 
treat  va  patients  if  reimbursed  by  va.  Thus,  va  could  discuss  with  the  Navy 
the  possibility  of  treating  patients  in  the  Orlando  area  at  the  Naval 
Hospital. 


Conclusions 


va's  selection  of  Crowntree  Lakes  was  not  justified.  Its  decision  to  change 
its  preference  from  North  Viera  to  Crowntree  Lakes  was  backed  up  by 
only  limited  demographic  data  that  ignored  demographic  trends  in  the 
region,  va  also  ignored  such  factors  as  the  overlap  of  Crowntree  Lakes' 
service  area  with  Tampa's,  the  effects  of  a  medical  center  at  each  site  on 
va  fee-basis  care,  and  the  costs  of  dealing  with  environmental  problems  at 
each  site.  Finally,  vha  downplayed  the  superior  va/dod  sharing  opportunity 
offered  by  North  Viera,  while  highlighting  lesser  sharing  opportunities 
with  the  Navy  at  Crowntree  Lakes. 

As  a  result  of  va's  delay  in  making  a  site  selection,  completion  of  the  new 
medical  center  will  be  delayed  at  least  3  years  and  the  medical  center's 
estimated  construction  cost  has  already  increased  from  $93  million  to 
$171  million.  The  Air  Force's  plans  to  upgrade  medical  services  for 
beneficiaries  in  the  Patrick  afb  area  have  been  similarly  affected. 

If  va  ultimately  decides  to  build  a  medical  center  in  conjunction  with  the 
Air  Force  at  North  Viera,  it  will  still  have  the  opportunity  to  share  medical 
resources  with  Orlando  Naval  Hospital,  which  could  improve  inpatient 
care  for  veterans  and  outpatient  and  nursing  home  care  for  Navy 
beneficiaries  in  the  Orlando  area. 


Recommendation  to 
the  Secretary  of 
Veterans  Affairs 


We  recommend  that  the  Secretary  reconsider  the  selection  of  Crowntree 
Lakes  as  the  site  of  the  east  central  Florida  va  medical  center. 
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Human  Resources  J™" ***&**£ ^T1' £02)o512-7116 

Gregory  D.  Whitney,  Evaluator-in-Charge 

Division, 
Washington,  D.C. 
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r     '-,  EXECUTIVE  OFFICE  OF  THE  PRESIDENT 

\i/;  I  OFFICE  OF  MANAGEMENT  AND  BUDGET 

WASHINGTON,  DC    20503 


DEPUTY  DIRECTOR 
FOR   MANAGEMENT 


July  22,  1993 


Honorable  Carl  Levin 

Chairman 

Subcommittee  on  Oversight 

of  Government  Management 
Committee  on  Governmental  Affairs 
United  States  Senate 
Washington,  D.C.   20510 

Dear  Mr.  Chairman: 

Thank  you  for  your  recent  letter  to  Director  Panetta  asking 
him  to  send  a  representative  to  an  upcoming  hearing  of  the 
Subcommittee  on  federal  real  property  management  issues. 

Although  I  might  be  the  appropriate  person  to  represent  OMB  at 
this  hearing,  I  am  unable  to  testify  at  this  time  because  OMB  and 
the  National  Performance  Review  are  deeply  engaged  in  discussions 
of  many  of  the  very  issues  raised  in  your  letter.  In  particular, 
the  discussions  include  possibly  revising  budget  scoring  rules  and 
expanding  authorities  to  agencies  to  manage  and  control  real 
property.  After  the  National  Performance  Review  releases  its 
recommendations,  I  would  be  pleased  to  respond  to  any  inquiries 
from  the  Subcommittee. 

So  that  we  at  OMB  can  benefit  from  the  discussions  in  the 
hearings,  I  have  asked  David  Haun  to  attend  the  hearing  and  report 
back  to  the  Vice  President,  Director  Panetta  and  me  about  the 
issues  and  views  raised  in  the  hearing. 

I  look  forward  to  working  with  you  and  the  Subcommittee  on 
efforts  to  improve  the  management  of  federal  real  property. 

Again,  thank  you  for  your  understanding. 


Sincerely, 


Vl 


Philip  Lader 
Deputy  Director 


cc:   Linda  Gustitus 
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Senator  Carl  Levin 

SR-459  Russell  Senate  Office  Building 

United  States  Senate 

Washington.  D.C.  20510 

Dear  Senator  Levin: 

It  is  our  understanding  that  during  a  hearing  of  the  Subcommittee  on  Oversight  of 
Government  Management,  which  you  chair,  there  was  considerable,  and  valuable  discussion 
regarding  the  scoring  rules  which  the  General  Services  Administration  (GSA)  are  required  to 
utilize  for  real  estate  transactions.  We  have  attached  for  your  convenience  a  copy  of  a  bill 
which  we  introduced  to  correct  what  you  have  appropriately  called  a  "perverse  situation." 
As  this  bill  moves  through  the  legislative  process  we  would  welcome  your  support.   Also 
attached  is  a  copy  of  a  scoring  proposal  which  we  have  forwarded  to  Director  Panetta  for 
action. 

Also  during  the  subcommittee  hearing  several  comments  were  made  about  the  Atlanta 
Federal  project,  the  Philadelphia  project,  and  the  Federal  Triangle  project. 

In  regard  to  the  Philadelphia  project,  it  is  our  understanding  that  witnesses  from  the 
General  Accounting  Office  (GAO)  testified  that  GAO  had  not  done  any  review  of  this  project. 
Attached  for  the  record  is  a  preliminary  GAO  review  which  was  requested  by 
Chairman  Robert  Borski.  As  the  GAO  letter  indicates,  the  arrangement  developed  by  the 
Post  Office  and  GSA  produced  an  extremely  beneficial,  flat  rental  rate  for  40  years. 

Comments  regarding  the  Federal  Triangle  project  centered  around  the  cost  of  the 
building  with  the  potential  of  costs  escalating  to  $1  billion.   There  is  simply  no  basis  for  such 
speculation.  Even  a  casual  review  of  the  financing  of  this  building  indicates  that,  with  the 
declining  interest  rates  over  the  construction  period,  the  financing  charges  will,  in  fact,  be 
much  lower  than  originally  projected.  The  Subcommittee  on  Public  Buildings  and  Grounds 
receives  monthly  data  regarding  the  project,  and  has  conducted  several  hearmgs  on  the 
project. 

There  is  considerable  misinformation  surrounding  the  Atlanta  Federal  Building 
project.  The  Subcommittee  on  Public  Buildings  and  Grounds  held  a  hearing  on  this  project 
and  it  was  approved  by  both  the  Subcommittee  and  Full  Committee.   The  financing  was 
reviewed,  the  procurement  strategy,  the  housing  plan,  and  the  direct  and  indirect  benefits 
associated  with  the  project.  As  mentioned  during  your  hearing,  Ernst  and  Young  (E&Y)  is 
currently  finalizing  a  report  which  focuses  on  existing  vacancy  rates,  categories  of  space,  and 


218 


Senator  Carl  Levin 
Page  Two 
August  2.  1993 


available  square  footage.   It  is  expected  that  the  report  will  clarify  many  of  the  assumptions 
associated  with  the  Atlanta  real  estate  market.   For  example,  based  on  the  E&Y  executive 
summary,  the  current  vacancy  rate  in  downtown  Atlanta  is  25.6%,  not  33.2%  —  a  7.6%  decline 
in  six  months.   As  soon  as  the  report  is  finalized,  it  will  be  forwarded  to  you  for  your 
records. 

We  appreciate  the  thought  and  attention  you  have  given  to  the  scoring  problem.  We 
look  forward  to  working  with  you  on  this  matter,  and  support  your  efforts  in  Congressional 
oversight. 

Ajpin,  thank  you  for  your  interest  in  this  important  issue. 

SintA-ely, 


NORMAN  Y.  MINETA 

Chair,  Committee  on 

Public  Works  and  Transportation 


1ES  A.  TRAFICANT.  JR. 
rChair,  Subcommittee  on 
Public  Buildings  and  Grounds 
Committee  on  Public  Works 
and  Transportation 


Attachments 
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103d  CONGRESS 
1st  Session 


H.  R.  2680 


To  amend  the  Public  Buildings  Act  of  1959  concerning  the  calculation  of 
public  building  transactions. 


IN  THE  HOUSE  OF  REPRESENTATIVES 

July  20,  1993 

Mr.  TRAFICANT  (for  himself,  Mr.  DUNCAN,  Mr.  MlNETA,  Mr.  Shuster,  Mr. 
BORSKI,  Ms.  Norton,  and  Mr.  Lewis  of  Georgia)  introduced  the  follow- 
ing bill;  which  was  referred  to  the  Committee  on  Public  Works  and 
Transportation 


A  BILL 

To  amend  the  Public  Buildings  Act  of  1959  concerning  the 
calculation  of  public  building  transactions. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  SECTION  1.  PUBLIC  BUILDING  TRANSACTIONS. 

4  Section  7  of  the  Public  Buildings  Act  of  1959  (40 

5  U.S.C.  606)  is  amended  by  adding  at  the  end  the  following 

6  new  subsection: 

7  "(g)  Calculation  of  Transactions. — For  pur- 

8  poses  of  calculating  public  building  transactions,  any  con- 

9  tract  entered  into  by  the  Administrator  under  this  Act  for 
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2 

1  the  purchase,  lease-purchase,  or  lease  of  a  public  building 

2  approved  pursuant  to  subsection  (a)  shall  be  treated  in 

3  the  same  manner  as  if  the  contract  was  entered  into  imme- 

4  diately  prior  to  fiscal  year  1991.". 

o 
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Untied  SUIra 

General  AccouiitltiK  OffW-r 
WiwhlnKton,  D.C.  20848 


Geu*r»J  Government  Division 

B-2524B2 

February  26,  1993 

The  Honorable  Robert  A.  Boraki 
Chairman,  Subcommittee  on  Investigation* 

and  Oversight 
Committee  on  Public  Works  and  Transportation 
House  of  Representative* 

Dear  Chairman  Boraki i 

This  letter  respond*  to  your  Inquiry  regarding  a  proposed 
Federal  Center  at  30th  and  Walnut  Streets  in  Philadelphia. 
Senator  Arlen  Specter  elao  asked  about  this  projeot.   We 
have  not  reviewed  this  project  in  any  detail.   However,  we 
have  become  aware  of  several  news  media  articles  on  the 
project,  and  we  did  discuss  the  project  with  General 
Services  Administration  (QSA)  and  U.  8.  Postal  Service 
officials  and  specifically  Inquired  about  the  various 
assertions  made  in  these  articles.  The  following  is  a 
summary  of  the  information  we  obtained  from  QSA  and  Postal 
Service  officials. 

ASSERTIONS  MATtt!  TN  REfRNT  MEDTA  ARTICLES 

Since  November  1992,  articles  appearing  in  the  FhiladelPhll 
Inquirer.  £fi£bjU,  N.iMonal  Journal,  and  the  WtW  YggK.  TllIlM 

have  made  the  following  assertions  about  the  Federal  Center 
project. 

1.  The  Postal  Service  plans  to  build  a  $250  million,  1 
million  square  foot  office  building  for  lease  to  OSA,  in 
which  3,600  government  employees  will  be  housed  starting  in 
1996. 

2.  New  construction  in  Philadelphia  is  not  justified  at 
this  time  because  Philadelphia  has  6  million  square  feet  of 
vacant  office  space,  which  represents  a  13  to  IS  percent 
vecency  rate  of  existing  office  buildings. 

3.  GSA  will  pay  the  Postal  Service  $2  6  to  $33  per  equare 
foot  in  rent  initially,  which  will  Increase  to  *«6  per 
square  foot  over  30  yeera. 
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4,  gsa  justifies  the  project  by  saying  that  existing 
buildings  in  the  city  do  not  meat  federal  requirement*,  and 
thie  project  will  consolidate  federal  agencies  at  one 
location* 

5,  Senator  Specter  and  Representative  Borski  were  patrons 
of  the  project,  which  helped  them  in  the  Fall  1992 
elections. 

INFORMATION  OBTAINED  FROM  GSA 
ftNj>  TflE  POSTAL  SERVICE 

G8A  and  Postal  Serviee  officials  In  Philadelphia  and 
Washington,  D.C.,  provided  us  the  following  information 
pertaining  to  the  five  media  assertions  summarised  above. 

1.  Postal  Service  officials  said  they  Initially  conceived 
the  Philadelphia  project  as  an  opportunity  to  develop  an 
underutilized  Postal  asset  for  joint  GSA/Poetai  Service 
tenancy.   The  14-acre  site  has  been  used  for  surface  parking 
for  Postal  vehicles,  which  was  not  the  highest  and  best  use 
of  the  property.   But,  with  the  recent  Postal  Service 
reorganization  and  downsizing;  the  Postal  Service  found  it 
did  not  need  additional  office  space.   As  currently 
proposed,  Postal  service  offiolals  said  they  will  own  the 
building  and  use  one  floor  of  the  building's  basement  for 
vehicle  parking,  and  OSA  will  lease  the  remainder  of  the 
building  from  tha  Postal  Service. 

2.  According  to  Postal  and  OSA  officials,  of  the  6  million 
square  feet  of  vacant  office  space  in  Philadelphia,  lees 
than  2  million  square  feet  is  considered  "class  A"  office 
space,  which  OSA  prefers  to  lease.  These  officials  also 
said  that  some  of  the  2  million  square  feet  of  class  A  space 
does  not  meet  federal  standards,  which  sometimes  exceed 
local  standards,  and  most  available  space  is  in  relatively 
small  and  scattered  blocks.   Last  year  OSA  solicited 
privately  owned  space  in  Philadelphia  and  received  offers 
that  were  inadequate  because  only  renovated  warehouses  or 
buildings  with  inefficient  floor  designs  were  offered. 

3.  osa  officials  indicated  that  current  rental  rates  in 
Philadelphia  are  $19  per  square  foot  or  higher,  net  of 
services,  for  buildings  without  the  amenities  the  Postal 
Service  Is  offering,  such  as  parking,  a  child  care  center,  A 
physical  fitness  facility,  and  an  auditorium.   GSA  and  the 
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postal  Service  have  tentatively  negotiated  an  annual  lease 
rate  of  $18,50  per  square  foot,  net  of  services,  beginning 
in  1$96  and  fixed  for  two  20-year  terms,  with  an  option  for 
another  20  years  at  a  rata  to  be  determined  at  year  40  based 
on  tho  appreciation  in  land  value.   OSA  officials  said  that 
a  comparable  market  lease  with  escalation  at  5-year 
intervals  over  40  years  would  have  to  start  at  about  $11  per 
square  foot  to  equal  the  proposed  Postal  Service  rate  of 
$16.50  per  square  foot. 

GSA  officials  believe  that  a  comparable  rate  could  not  be 
offered  by  the  private  sector.  Postal  Service  and  GSA 
officials  said  that  the  Postal  Service  is  able  to  offer  such 
an  attractive  rate  because  the  Postal  service  already  owns 
the  land,  does  not  require  a  profit  margin  as  large  as  the 
private  sector,  does  not  have  to  pay  real  estate  taxes,  can 
finance  the  project  at  a  lower  rate  than  the  private  sector, 
and  sees  this  project  as  a  means  to  improve  the  value  of.  the 
remaining  portion  of  the  14-acre  site  for  future 
development . 

GSA  officials  said  that  some  of  the  differences  between  the 
media  and  GSA  data  is  due  to  the  use  of  different 
information.  For  example ,   quoted  lease  rates  vary  greatly 
depending  on  whether  they  refer  to  gross  or  net  square  feet, 
occuplable  or  usable  square  feet,  fully  serviced  or 
unserviced  space,  current  or  constant  dollar  value,  and 
other  variables  on  which  public  and  private  sector  real 
estate  conventions  differ. 

4.  According  to  GSA  officials,  the  project  will  be  superior 
to  conventional  leased  space  with  the  amenities  offered  and 
the  ability  to  allow  "one-stop"  federal  service  to  the 
taxpayers  in  Philadelphia. 

5.  The  project  predates  the  support  of  Senator  specter  and 
Representative  Borski,  according  to  Postal  and  GSA 
officials. 


We  did  not  verify  the  information  provided  by  Postal  and  GSA 
officials  but  neither  did  we  find  it  difficult  to  accept 
based  on  our  experience  in  analyzing  other  real  estate 
transactions  of  both  agencies.  Assuming  the  information  is 
accurate,  the  project  appears  to  allow  GSA  to  obtain  higher 
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quality  space  at  an  attractive,  fixed  rate  for  at  least  40 
years.   Also,  we  believe  that  the  circumstances  surrounding 
the  Philadelphia  project  would  have  bean  clearer  had  GSA 
provided  private  sector  developer!  the  opportunity  to 
compete  tor  auch  a  large  lease  requirement,  although  we 
understand  that  the  Postal  Service  has  competed  the  contract 
to  devalop  the  project.  A  lease  competition  would  have 
allowed  08A  to  produce  aetual  market  offers,  whleh  might 
have  given  government,  media,  and  private  sector  analysts  a 
common  measure  by  which  to  compare  alternatives. 

We  are  sending  a  similar  letter  to  Senator  Arlen  Specter.   1 
hope  this  information  is  helpful.  If  you  have  any 
questions,  pleaae  call  me  on  (202)  273-667$. 


Sincerely  yours, 


L.  Nye  Stevens 

Director  of  Planning  and  Reporting 


GAO/GGD-93-12R,  Philadelphia  Building 
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I.  Executive  Summary 

Statement  of  Problem:  The  budget  scorekeeping  rules  established 
by  the  Conference  Report  accompanying  the  Budget  Enforcement  Act 
of  1990  and  the  budgetary  treatment  of  Federal  Financing  Bank 
(FFB)  transactions  effectively  prevent  the  General  Services 
Administration  (GSA)  from  taking  advantage  of  cost  effective 
alternatives  for  housing  Federal  agencies.   Specifically,  the 
scorekeeping  rules  limit  GSA's  ability  to  acquire  an  interest  in 
real  estate  by  capital  lease  or  lease-purchase.   Real  estate 
decisions  which  are  driven  by  scoring  rules,  instead  of 
economics,  result  in  higher  life-cycle  costs  for  the  Federal 
Government.   This  unintended  consequence  of  the  rules  should  be 
addressed. 

Current  Scorekeeping  Rules:  The  budget  scorekeeping  rules 
accompanying  the  Budget  Enforcement  Act  of  1990  require  that  all 
lease-purchases  and  capital  leases  of  capital  assets  be  scored 
upfront.   The  rules  also  provided  eight  criteria  defining  an 
operating  lease;  a  lease  not  meeting  any  one  of  the  eight 
criteria  is,  ipso  facto,    a  capital  lease  and  must  be  scored 
upfront.   This  effectively  prohibits  GSA  from  acquiring  an  equity 
position  in  its  leasehold  interests. 

Federal  Financing  Bank  (FFB)  Transactions:   The  most  cost 
effective  means  of  acquiring  space  by  lease-purchase  is  to  borr6w 
funds  through  the  FFB,  an  entity  of  the  U.S.  Treasury.   The 
Balanced  Budget  and  Emergency  Deficit  Control  Act  of  1985 
(familiarly  known  as  the  Gramm-Rudman-Hollings  Act)  placed  all 
FFB  transactions  on  budget  -  requiring  that  they  be  scored 
upfront. 

Impact  on  GSA  Real  Estate  Program:   The  scorekeeping  rules 
prevent  GSA  from  exercising  cost  effective  means  of  acquiring 
ownership  (lease-purchase)  and  can  drive  the  structure  and  terms 
of  a  lease.   The  requirement  that  a  lease  be  configured  as  an 
operating  lease  to  avoid  upfront  scoring  forces  GSA  to  make  poor 
business  decisions.  The  housing  requirements  of  tenant  agencies, 
and  the  economies  available  in  the  market  place  have  become 
secondary  to  budget  scorekeeping  considerations.   Included  are 
several  actual  examples  where  scorekeeping  rules  have  driven  real 
estate  decisions. 

Unique  Aspects  of  GSA  Real  Estate  Program:   GSA  transactions  for 
the  acquisition  of  real  property  are  different  in  several  key 
aspects  from  other  types  of  capital  investment.   First,  in  most 
cases  there  is  general  agreement  between  GSA,  0MB  and  the 
Congress  as  to  the  need  for  space.  The  decision  making  process 
centers  on  how  to  acquire  it,  not  whether  to  acquire  it.   GSA 
real  estate  activities  are  funded  by  the  Federal  Buildings  Fund 
(FBF) ,  an  intra-governmental  revolving  fund.   The  user  fees  paid 
by  the  occupying  agencies  provide  a  steady  stream  of  revenue  to 
cover  debt  service  and  operating  costs. 
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Proposed  Solutions:   1.  Clarification  of  the  budget  scorekeeping 
rules  for  lease-purchase  (privately  financed)  and  capital  lease 
would  be  sufficient  to  make  these  alternatives  available  to  GSA. 
2.  Relief  from  the  upfront  scoring  of  FFB  transactions  cannot  be 
addressed  solely  through  interpretation  of  scorekeeping  rules;  a 
specific  legislative  provision  would  be  required.   All  projects 
and  the  acquisition  method  for  each  project  would  continue  to  be 
determined  as  part  of  the  budget  formulation  and  authorization 
process . 
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II.   BACKGROUND 


The  General  Services  Administration  (GSA)  is  the  Federal 
Government's  primary  provider  of  general  purpose  real  estate.  The 
GSA  inventory  at  the  end  of  fiscal  year  1992  included  118  million 
square  feet  of  leased  space  and  140  million  square  feet  of  owned 
space,  for  a  total  inventory  of  258  million  square  feet.  GSA 
finances  the  operation  and  maintenance  of  existing  buildings,  as 
well  as,  acquisition  of  new  space  through  the  Federal  Buildings 
Fund  (FBF) .   The  FBF  is  an  intra -governmental  revolving  fund. 
Occupant  agencies  pay  GSA  commercial  equivalent  rents  for  the 
space  they  occupy.   These  revenues  are  deposited  in  the  FBF  and 
authority  to  obligate  these  revenues  is  provided  in  the  annual 
appropriation  act. 

Traditionally,  GSA  has  acquired  space  through  leasing  and  direct 
federal  construction.   In  order  to  determine  which  method  of 
space  acquisition  should  be  pursued,  GSA  has  developed  a  computer 
model  which  compares  the  life-cycle  costs  of  various  housing 
alternatives  according  to  the  methodology  prescribed  by  the 
Office  of  Management  and  Budget  (OMB)  Circular  A-94.   In  recent 
years,  regardless  of  the  results  of  the  economic  analysis,  FBF 
financial  constraints  and  the  budgetary  treatment  of  capital 
investment  have  determined  the  method  of  acquisition.   If  the  FBF 
cannot  supply  the  necessary  upfront  capital  to  initiate  direct 
Federal  construction  then  leasing  becomes  the  only  available    < 
option.  \Funding  shortages  have  forced  GSA  to  lease  in  many  cases 
where  ownership  would  have  been  much  less  expensive. 

When  the  Federal  Buildings  Fund  was  established  in  1975,  it  was 
projected  that  the  market  based  Rent  income  would  be  adequate  to 
operate  and  maintain  the  existing  inventory  and  to  build  a  modest 
number  of  new  facilities.   However,  over  several  years,  budget 
policy  decisions  reduced  the  collection  of  Rent  receipts  from 
client  agencies  below  commercial  equivalent  levels.  The 
cumulative  income  reduction  totals  $2.9  billion  since  1975  ($5.1 
billion  in  1993  dollars) .   This  reduced  funding  has  had  its 
greatest  impact  on  capital  investment  activities,  resulting  in  a 
backlog  of  major  repair  and  modernization  projects  in  existing 
buildings  and  a  significant  deferral  of  new  construction  projects 
to  meet  long-term  space  requirements. 

Starting  in  1988,  GSA  was  allowed  to  collect  market  based 
Rent  income  from  its  client  agencies  with  only  a  few  exceptions. 
This  permitted  GSA  to  reduce  the  backlog  of  repair  and  alteration 
projects  and  that  activity  is  now  at  a  planned  equilibrium  level. 
In  fiscal  year  1991  GSA  received  a  direct  appropriation  of  $1.6 
billion  which  partially  mitigated  the  impact  of  previous  caps. 
However,  current  funding  levels  remain  insufficient  to  meet  new 
construction  needs.   The  rate  structure  of  the  FBF  was  not 
designed  to  provide  the  volume  of  upfront  cash  necessary  to 
construct  and  purchase  buildings  for  large  expansion  needs,  such 
as  the  Judiciary,  and  simultaneously  reduce  the  amount  of  leased 
space. 
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Historically,  there  have  been  periods  of  under-funding  of  GSA's 
direct  Federal  construction  as  a  result  of  restrained  domestic 
capital  spending.   This  led  to  an  accumulation  of  backlogged 
construction  projects.   Three  times,  this  has  resulted  in 
congressional  approval  of  limited  authority  to  fund  such  projects 
utilizing  "off-budget"  financing.   In  1954,  GSA  received  3-year 
authority  to  enter  into  agreements  with  developers  whereby  a 
mortgage  type  debt  instrument  was  used  to  build  23  buildings. 
Again  in  1972,  GSA  was  given  3-year  "purchase  contract"  authority 
to  finance  the  construction  of  68  backlogged  projects.   GSA  used 
private  and  public  placements  for  financing  these  projects  until 
the  Federal  Financing  Bank  (FFB)  began  operations  in  1974.   The 
final  16  projects  were  then  funded  through  the  FFB  by  off-budget 
borrowing.   In  the  late  1980 's  Congress  authorized  a  total  of  10 
lease  purchase  projects  in  annual  Appropriations  Acts. 

Despite  these  periodic  increases  in  Federal  construction,  the 
Federal  Government's  reliance  on  leasing  has  increased.   In  1975 
GSA's  leased  space  inventory  was  86  million  square  feet  and  the 
annual  leasing  budget  was  $388  million.   By  fiscal  year  1992,  the 
leased  inventory  had  grown  to  118  million  square  feet  with  an 
annual  rental  cost  of  $1.7  billion;  a  square  footage  increase  of 
37%  and  a  332%  increase  in  cost.   During  this  same  time  period 
the  ratio  of  government-owned  to  leased  space  declined  from  64% 
in  1975  to  54%  in  1992.  i 

Unless  significant  additional  budgetary  resources  are  made 
available  for  capital  investment  or  the  scoring  rules  for  real 
estate  are  clarified,  the  Federal  Government  will  continue  to 
expend  large  sums  to  lease  general  purpose  space,  even  in  those 
markets  where  ownership  is  more  cost-effective. 
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III.   Explanation  of  Current  Scoring  Rules 

There  are  six  ways  in  which  GSA  can  acquire  a  real  property 
interest.   Four  methods  (direct  construction,  purchase, 
government-financed  lease-purchase  and  privately-financed  lease- 
purchase)  result  in  Government  ownership  while  the  remaining  two 
(capital  and  operating  leases)  represent  the  acquisition  of  a 
leasehold  interest  which  terminates  at  the  conclusion  of  the 
lease  payments. 

This  section  provides  a  detailed  explanation  of  how  budget 
authority  (BA)  and  outlays  are  scored  for  each  type  of 
transaction.   The  two  charts  on  the  following  pages  summarize  the 
scoring  rules  for  each  transaction.   The  narrative  which  follows 
provides  a  more  detailed  explanation  of  the  amounts  scored  and 
the  scoring  criteria  which  define  each  type  of  transaction. 

In  order  to  place  all  of  the  transactions  on  an  equal  financial 
basis  it  has  been  assumed  that  the  term  for  lease-purchases  and 
leases  will  be  20  years  from  the  date  of  occupancy.   It  is  also 
assumed  that  the  contract  cost  of  the  building  in  all  cases  will 
be  $79.8  million,  and  the  residual  value  of  the  asset  (land  and' 
building)  in  year  23  (the  end  of  the  lease-purchase  term)  will  be 
$26.7  million.   The  residual  value  is  shown  for  informational 
purposes,  only.   Residual  value  is  not  taken  into  account  in  the 
budget  estimates. 

The  estimates  of  BA  and  outlays  on  page  7  are  based  upon  a 
hypothetical  project  of  approximately  334,000  occupiable  square 
feet  located  in  a  Federal  regional  city.   The  economic 
assumptions  are  based  on  current  interest  rates.   For  purposes  of 
this  presentation  the  design-build  method  of  construction  will  be 
used  and  the  construction  term  is  for  three  years. 
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Acquisition  Methods  that  Result  in  ownership 

CONSTRUCTION  or  PURCHASE; 

The  sample  shown  is  for  a  direct  funded  Federal  construction  or 
purchase  project.   Under  this  method  the  cost  of  the  asset  (the 
contract  cost),  $79.8  million,  is  scored  as  BA  in  the  year  in 
which  it  is  appropriated. 

For  construction,  the  outlays  are  scored  over  the  term  of  the 
construction  contract  and  mirror  the  expected  payments  to  the 
contractor.   For  a  purchase,  the  outlays  are  scored  at  the 
projected  settlement  date. 

The  total  outlays  for  the  project  exactly  equal  the  BA  that  was 
scored  in  the  first  year.   This  method  of  acquiring  a  real 
property  interest  requires  the  least  total  BA  and  outlays  ($79.8 
million)  and  does  not  include  any  cost  of  financing. 

LEASE  PURCHASE  (Federally  Financed) : 

By  entering  into  a  lease-purchase  contract  with  the  Government 
providing  both  the  construction  period  and  permanent  financing, 
the  cost  of  the  asset  plus  that  construction  period  interest  ard 
scored  as  BA  in  the  year  in  which  it  is  authorized.   Ik  this 
example  the  cost  of  financing  the  construction  over  a  three  year 
period  is  $11.1  million  which  results  in  a  total  requirement  of 
$90.9  million.   In  addition  to  the  amount  initially  scored  as  BA, 
there  is  a  requirement  to  annually  provide  BA  in  the  amount  of 
the  annual  interest  payment  over  the  full  20  year  repayment  term. 

Likewise  there  are  two  outlay  requirements.   The  .first^ 
requirement  is  to  score  the  amount  initially  recorded  as  BA  • 
over  the  period  during  which  the  building  is  under  construction. 
These  outlays  mirror  the  payments  to  the  contractor  plus  an 
amount  equal  to  the  interest  that  accrues  each  year.   The  _s£c_q5ci 
requirement  is  to  score  the  amount  of  the  annual  interest  payment 
in  the  year(s)  in  which  it  accrues. 

The  total  outlays  for  a  federally  financed  lease-purchase  project 
are  the  sum  of:   1)  the  contract  cost;  plus  2)  the  accrued 
construction  period  interest;  plus  3)  the  sum  of  the  interest 
payments  over  the  term  (20  years)  of  the  lease-purchase 
agreement.   This  equates  to  $165.3  million.   ($79.8  million  plus 
$11.1  million  plus  $74.4  million) 

LEA8E-PURCHA8E  II  (Privately  financed) ; 
(Assuming  private  risk) 

By  entering  into  a  lease-purchase  contract  with  a  developer  who 
will  provide  both  the  construction  period  and  permanent 
financing,  the  amount  scored  as  BA  is  the  cost  of  the  asset  plus 
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the  construction  period  interest  plus  the  differential  cost  of 
financing. 

The  differential  cost  of  financing  is  the  net  present  value  of 
the  difference  in  cost  between  the  developer's  cost  of  borrowing 
and  the  Treasury  cost  of  borrowing  over  a  similar  period. 

In  this  example  the  three  amounts  to  be  scored  are:  1)  asset  cost 
$79.8  million;  2)  construction  period  interest  at  private  rates 
$13.4  million;  3)  the  differential  cost  of  borrowing  $4.1 
million.   This  totals  to  $97.3  million  which  is  scored  in  the 
year  that  the  project  is  authorized.   In  addition  to  the  amount 
initially  scored  as  BA,  there  is  a  requirement  to  provide  annual 
BA  in  the  amount  of  the  undiscounted  portion  of  the  annual 
interest  payment  over  the  full  20  year  repayment  term. 

Outlays  for  privately  financed  lease-purchase  projects  are  scored 
in  amounts  equal  to  the  annual  lease-purchase  payment  in  the  year 
that  the  payments  are  due.   This  equates  to  outlays  of  $9.5 
million  per  year  for  20  years,  a  total  of  $190  million,  starting 
when  the  Government  accepts  the  building. 

Unlike  the  previous  methods,  there  is  an  additional  cost  that 
must  be  factored  into  the  analysis.   In  situations  where  lease- 
purchases  are  privately  financed,  it  is  assumed  that  the 
Government  does  not  hold  clear  title  and  as  such  the  developer,  ' 
and  in  turn  the  Government,  is  liable  for  the  payment  of  real 
estate  taxes  until  the  lease  purchase  is  paid  in  full. 


Acquisition  Methods  that  do  not  Result  in  Ownership 

CAPITAL  LEASE; 

A  capital  lease  is  scored  for  both  BA  and  outlays  very  similarly 
to  a  privately  financed  lease-purchase.   The  amount  that  is 
recorded  as  BA  is  defined  as  the  asset  value  of  the  property. 
This  is  obtained  by  calculating  the  net  present  value  of  the  net 
lease  payments  over  the  term  of  the  lease. 

BA  is  scored  when  the  authority  to  enter  into  the  capital  lease 
first  becomes  available  for  obligation.   Additionally,  BA  will  be 
required  in  future  years  for  the  undiscounted  portion  of  the  net 
rent  plus  the  cost  of  any  services  covered  under  the  lease. 

Outlays  are  scored  as  annual  rental  payments  are  made. 

Unlike  the  previous  methods,  a  capital  lease,  unless  it  contains 
a  specific  purchase  option,  does  not  transfer  ownership  to  the 
Government  at  the  conclusion  of  the  lease  term.   For  all  intents 
and  purposes  a  capital  lease  is  the  same  as  an  operating  lease 
except  that  it  must  be  scored  upfront.   Total  BA  and  outlays  over 
the  term  of  the  lease  are  $182  million. 
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In  general,  if  1)  the  Government  has  an  equity  interest  in  the 
asset,  or  2)  the  stream  of  rental  payments  over  time  equals  or 
exceeds  the  asset's  value,  the  lease  is  a  capital  lease. 

OMB  Circular  A-ll  defines  a  capital  lease  as  any  lease  other  than 
a  lease  purchase  that  does  not  meet  the  criteria  for  an  operating 
lease.   An  operating  lease  must  contain  all  of  the  following 
criteria: 

-  The  lease  may  not  contain  a  "bargain  price"  purchase 
option; 

-  Ownership  will  not  transfer  at  the  end  of  the  lease  term; 

-  The  lessor  assumes  all  risks  of  ownership; 

-  The  lease  term  does  not  exceed  75%  of  the  estimated 
economic  life  of  asset; 

-  The  present  value  of  the  minimum  lease  payments  over  the 
life  of  the  lease  does  not  exceed  90%  of  the  fair  market 
value  of  the  asset; 

-  The  asset  must  be  for  general  purpose  space,  not  built  to 
unique  Government  specifications; 

-  It  is  not  constructed  on  Government-owned  land. 

Therefore,  if  any  of  the  above  listed  criteria  are  not  met  the 
lease  is  by  definition  a  capital  lease  and  must  be  scored  as 
indicated  above.   If  a  lease  meets  all  of  above  listed  criteria 
it  is  defined  as  an  operating  lease  and  the  scoring  rules  are   ' 
listed  below. 

OPERATING  LEA8E; 

An  operating  lease  requires  the  same  amounts  of  BA  and  outlays  as 
a  capital  lease.   The  difference  is  that  BA  is  scored  over  the 
term  of  the  lease  as  opposed  to  being  scored  upfront.   Total  BA 
and  outlays  over  the  term  of  the  lease  are  $182  million. 
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IV.  IMPACT  OF  SCORING  RULES  ON  GSA'S  REAL  ESTATE  PROGRAM 

The  scorekeeping  rules  in  the  Conference  Report  accompanying  the 
Budget  Enforcement  Act  of  1990  and  the  treatment  of  Federal 
Financing  Bank  transactions  effectively  prevent  GSA  from  talcing 
advantage  of  cost  effective  alternatives  for  housing  Federal 
agencies.   First.  GSA  is  not  able  to  achieve  the  economies  of 
ownership  available  in  the  real  estate  market  and  justified  by 
the  long-term  housing  requirements  of  the  Federal  Government. 
Second .  GSA  cannot  always  structure  its  leases  in  an  optimal 
fashion  and,  at  the  same  time,  satisfy  the  criteria  of  an 
operating  lease.   "Optimal"  means  the  best  financial  deal  for  the 
Government  while  meeting  tenant  agencies'  long-term  requirements. 

In  the  private  sector  and  non-Federal  public  sector,  new 
construction  and  purchase  of  buildings  are  typically  financed 
with  borrowed  funds,  not  upfront  cash.   In  addition,  capital 
investment  is  recorded  as  a  depreciable  asset,  and  expensed  over 
its  normal  life.   Federal  budget  concepts  (and  scoring  rules) 
treat  the  cost  of  a  capital  investment  as  a  current  operating 
expense.   Large  capital  projects  must  compete  with  operating 
requirements  for  a  total  budget  availability  derived  from  current 
Federal  revenues.   There  is  no  recognition  of  the  long-term  value 
of  a  capital  asset;  hence,  the  frequent  admonition  that  Federal 
budget  decisionmaking  is  biased  against  capital  investment. 

i 
When  FBF  resources  are  not  sufficient  to  fund  projects  where 
ownership  is  economically  preferable,  the  next  best  solution  is 
to  borrow  funds  to  finance  construction  or  purchase.   Budget 
scorekeeping  rules  effectively  preclude  this  option  whether  GSA 
borrows  through  the  Federal  Financing  Bank  or  the  private  sector. 
As  a  result  GSA  frequently  leases  space  when  ownership  is  the 
economically  preferable  alternative.   In  addition  at  the  end  of  a 
twenty  year  lease  GSA  has  rental  receipts  rather  than  a  tangible 
asset. 

Once  a  decision  is  made  to  lease,  scorekeeping  rules  (as  opposed 
to  optimal  use  of  resources)  can  effectively  drive  the  structure 
and  term  of  the  lease.   Requiring  budget  authority  for  capital 
leases  to  be  scored  upfront  can  dictate  a  short  lease  term  to 
ensure  an  operating  lease  or  can  make  it  difficult  to  lease  at 
all,  when  space  must  be  constructed  for  lease  to  GSA.   The 
housing  requirements  of  the  tenant  agencies,  and  the  economies 
available  in  the  market  place,  are  secondary  to  scorekeeping 
rules.   In  the  current  real  estate  market,  opportunities  exist  to 
negotiate  an  equity  position  in  rental  properties  (such  as  below 
market  purchase  options)  on  favorable  terms.   GSA  cannot  take 
advantage  of  such  opportunities  since  scorekeeping  rules  dictate 
that  a  lease  with  a  below  market  purchase  option  is  a  capital 
lease. 

The  General  Accounting  Office  (GAO)  issued,  in  December  1989,  a 
report  entitled  "Federal  Office  Space:  Increase  Ownership  Would 
Result  in  Significant  Savings".   GAO  analyzed  43  projects  that 
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GSA  might  have  undertaken,  if  capital  funding  were  available,  to 
replace  space  that  GSA  would  otherwise  lease.   GAO  estimated  the 
cost  of  constructing  the  43  projects  to  be  approximately  $12 
billion  less  than  the  cost  of  leasing  the  same  space  over  a 
30-year  period.   The  estimated  present  value  cost  savings  over 
the  same  period  amounted  to  $1.26  billion. 

Since  the  publication  of  the  GAO  report,  scorekeeping  rules  have 
increased  the  existing  bias  in  favor  of  short-term  leasing  to 
satisfy  housing  requirements  of  Federal  agencies.   The  following 
examples  illustrate  the  impact  of  budget  scorekeeping  on  real 
estate  decisions. 

GSA  leases  space  for  a  Federal  agency  in  the  Atrium  Building  in 
Herndon,  Virginia.   The  current  10-year  lease  expires  on  April 
15,  1999.   Early  in  1991,  due  to  financial  difficulties 
experienced  by  the  building  owner,  GSA  received  an  unsolicited 
offer  from  the  foreclosing  lender.   The  lender  offered  a  17.5 
year  lease  with  an  additional  30,000  occupiable  square  feet  of 
space  and  a  $1  ownership  option  at  the  end  of  the  lease  term.   In 
addition,  the  proposed  stream  of  rental  payments  over  the  17.5 
year  term  was  $2.7  million  less  than  the  stream  of  rental 
payments  under  the  existing  lease  arrangement.   Scorekeeping 
rules  required  that  such  a  lease  arrangement  be  scored  upfront. 
Therefore,  GSA  chose  to  forego  this  financially  attractive  offer. 

> 
A  second  example  is  the  authorization  provided  by  the  Treasury, 
Postal  Service,  and  General  Government  Appropriation  Act  (P.L. 
102-393)  for  GSA  to  lease  a  building  to  be  constructed  in 
downtown  Atlanta,  Georgia.  The  terms  of  this  lease  authorization 
were  clearly  designed  to  navigate  budget  scorekeeping 
requirements  and  force  GSA  into  an  operating  lease,  as  opposed  to 
a  more  cost  effective  housing  solution,  such  as  a  lease  purchase. 
The  Act  provides  that  the  "Administrator  is  not  authorized  to 
enter  into  any  lease  for  the  property  described  herein  that  is 
not  an  "operating  lease""  in  accordance  with  the  Budget 
Enforcement  Act  of  1990  and  the  accompanying  Conference  Report. 
The  authorization  specifically  provides  for  a  lease  "not  to 
exceed  27  years",  and  requires  that  any  purchase  option  be  at 
fair  market  value. 

Since  the  implementation  of  the  scorekeeping  requirements  of  the 
Budget  Enforcement  Act,  GSA  has  not  undertaken  a  major  lease 
procurement  in  the  National  Capital  Region  (NCR)  to  relocate  and 
consolidate  a  large  agency  headquarters.   Under  the  current 
rules,  a  lease  such  as  the  one  entered  into  to  relocate  the 
National  Aeronautics  and  Space  Administration  (NASA)  to  a 
consolidated  facility  would  be  scored  as  a  capital  lease.   There 
are  a  limited  number  of  opportunities  to  obtain  large  blocks  of 
existing  space  under  an  operating  lease.   The  operating  lease 
solutions  can  also  be  more  costly  to  the  Government.   The  total 
rental  bill  over  a  twenty  year  period  for  the  operating  lease 
solution  (multiple,  smaller  blocks  of  space  and  shorter  lease 
terms)  often  exceeds  the  cost  for  a  single  twenty  year  lease. 
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These  types  of  arrangements  also  result  in  higher  costs  for 
tenant  agencies  when  they  cannot  achieve  the  efficiencies  of 
operations  that  result  from  a  single  consolidated  location. 
Solutions  which  result  in  housing  a  large,  single  agency 
requirement  in  multiple  existing  buildings  can  generate 
additional  direct  costs  through  the  need  for  redundant  facilities 
and  additional  indirect  costs  by  imposing  on  GSA's  client  agency 
the  need  to  coordinate  functions  housed  in  different  buildings  at 
separated  locations. 

Scorekeeping  rules  also  preclude  cost-saving  opportunities  by 
discouraging  the  search  for  them.   Knowing  that  be low-market 
purchase  options,  lease-purchase  contracts,  and  other  non- 
operating  lease  arrangements  are  subject  to  scorekeeping 
requirements  removes  all  incentive  to  pursue  them.   Private 
sector  profitability  depends  on  creative  approaches  to  meeting 
the  primary  goals  of  the  organization  or  firm.   Constraints  on 
the  operations  of  Government  such  as  budget  scorekeeping  focus 
attention  on  compliance  with  rules.   However  well  intentioned  and 
well  crafted  such  rules  may  be,  they  cannot  anticipate  specific 
situations  and  future  market  environments.   GSA,  as  indicated  by 
the  Atrium  and  Atlanta  examples  noted  above,  has  diligently 
complied  with  rules  established  by  the  Budget  Enforcement  Act. 
The  taxpayer  and  Federal  agencies  would  be  better  served  if 
these  rules  had  sufficient  flexibility  to  allow  GSA  to  seek  and , 
realize  opportunities  having  long-range  advantages  for  both. 
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IV.  ARGUMENTS  FOR  CLARIFYING  THE  SCORING  RULES  FOR  REAL  ESTATE 

-  Decisions  to  lease  or  own  should  be  based  on  housing  needs  and 
the  economics  of  a  particular  project  -  not  the  budgetary 
treatment  of  the  acquisition  method.   Existing  law  and 
scorekeeping  rules  effectively  limit  the  options  available  to  the 
GSA  for  acquiring  an  interest  in  real  estate.  The  only  options 
currently  available  to  GSA  are  direct  Federal  construction  or  an 
operating  lease.   Other  options  which  may  be  more  cost  effective 
or  more  suited  to  the  housing  needs  of  a  particular  client  are 
effectively  precluded  by  the  scoring  rules.   Those  options 
include  lease-purchase  and  capital  lease. 

-  Ownership  and  non-ownership  (i.e.,  operating  leases) 
alternatives  are  not  on  a  "level  playing  field1*  in  the  Federal 
budget  process.  The  current  statutory  and  scorekeeping  biases 
toward  an  operating  lease  solution  to  the  exclusion  to  ownership 
should  be  removed. 

-  When  there  is  a  consensus  that  a  long-term  housing  requirement 
exists,  GSA  must  acquire  space  to  house  the  client  agency.   The 
Government  will  incur  housing  costs  either  through  leasing  or 
ownership .   GSA  should  have  the  most  cost  effective  options 
available  for  meeting  the  Government's  housing  requirements. 

To  limit  the  options  available  promotes  waste  and  inefficiency. 
Scorekeeping  rules  were  not  intended  for  this  purpose.         i 

-  When  GSA  can  satisfy  requirements  that  meet  the  criteria  for 
ownership  through  construction  or  purchase  total  outlays  over  the 
life  of  the  project  are  minimized.   The  appropriate  use  of 
financing  the  acquisition  of  space  to  meet  long-term  needs  would 
actually  decrease  Federal  outlays  over  time. 

-  Under  normal  market  conditions,  the  value  of  the  asset  will 
equal  or  exceed  the  outstanding  debt  service.  In  addition,  when 
acquiring  an  equity  position  in  real  estate,  the  Government 
acquires  an  appreciating  asset,  which  will  continue  to  provide 
housing  long  after  the  lease  has  expired. 

-  The  Government  should  be  able  to  take  advantage  of  the 
economies  available  in  the  current  real  estate  market.   The 
scoring  rules  prevent  the  Government  from  entering  into  favorable 
lease  or  lease  purchase  arrangements.   Although  bargain  price 
purchase  options  may  be  available  at  little  or  no  additional  cost 
when  negotiating  a  long-term  lease,  inclusion  of  such  provisions 
would  require  the  transaction  to  be  scored  upfront. 

-  With  the  limited  options  currently  available,  the  Federal 
Buildings  Fund  (FBF)  cannot  take  advantage  of  the  fact  that  it  is 
a  revolving  fund  with  a  stable  revenue  stream  sufficient  to  cover 
debt  service  and  operating  costs. 


-14- 


241 


VI.  PROPOSED  SOLUTIONS 

(a)  Existing  law  and  scorekeeping  rules  effectively  limit  the 
options  available  to  GSA  for  acquiring  an  interest  in  real 
estate.  By  clarifying  the  scorekeeping  guidelines  in  Conference 
Report  101-964  accompanying  the  Omnibus  Reconciliation  Act  of 
1990,  capital  lease  and  lease-purchase  (privately  financed)  can 
be  made  available  to  GSA  as  a  method  of  acquiring  an  interest 
real  estate.   The  clarification  would  be  as  follows: 

GSA  Real  Estate  Transactions.  -  Lease-purchase  and  lease  of  real 
estate  under  authorities  currently  available  to  the  General 
Services  Administration  (GSA)  are  not  subject  to  the 
aforementioned  scorekeeping  guidelines.   When  a  bill  provides  the 
authority  for  GSA  to  enter  into  a  contract  for  the 
lease-purchase  or  lease  of  a  real  estate  capital  asset, 
obligations  and  outlays  will  be  scored  in  increments  over  the 
term  of  the  lease-purchase  or  lease  as  payments  are  made  by  GSA 
to  the  lessor.   This  scoring  rule  applies  irrespective  of  whether 
the  asset  is  general  or  special  purpose  or  is  located  on 
Government  land.   This  scoring  rule  is  limited  to  those  real 
estate  transactions  funded  through  the  Federal  Buildings  Fund 
(FBF)  —  an  "intragovernmental"  revolving  fund  financed  by  income 
from  GSA  client  agencies  —  from  which  payments  are  made  by  GSA 
to  the  lessor. 

(b)  The  most  cost  effective  means  of  financing  a  lease-purchase 
acquisition  is  by  borrowing  through  the  Federal  Financing  Bank 
(FFB)  of  the  United  States  Treasury.   The  Balanced  Budget  and 
Emergency  Deficit  Control  Act  of  1985  (familiarly  known  as  the 
Gramm-Rudman-Hol lings  Act)  placed  all  transactions  of  the  FFB  on 
budget,  i.e.,  all  transactions  of  the  FFB  are  scored  upfront 
(obligations  and  outlays)  against  the  borrowing  agency.   The 
scoring  of  FFB  transactions  cannot  be  addressed  through 
interpretation  of  scorekeeping  rules.   While  agreement  of  the 
parties  would  be  required,  a  legislative  provision 
specifically  permitting  GSA  to  borrow  through  the  FFB  without 
upfront  scoring  would  be  required. 

(c)  A  variation  on  the  above  proposals  is  to  recognize  future 
revenue  streams  from  projects  as  an  offset  to  the  budget 
authority  required  under  current  scorekeeping  rules.  In  other 
words,  the  acquisition  cost  of  the  asset  would  be  scored  upfront 
to  the  extent  that  the  annual  payments  exceed  the  future  stream 
of  revenues. 

(d)  The  oversight  authorities  of  0MB  and  the  Appropriations 
Committees  and  Public  Works  Committees  would  not  be  diminished. 
All  projects  and  the  financing  method  to  be  used  for  each  project 
would  be  determined  as  part  of  the  budget  and  authorization 
process.  The  Administration  and  the  Congress  can  establish  such 
criteria  for  evaluating  projects  and  acquisition  methods  as  they 
deem  necessary  to  ensure  sound  real  property  management. 
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Cereal  City 
Development  Corporation 


2  West  Michigan  Avenue 

Suite  208 

Battle  Creek,  Michigan  4901 7 


Telephone  616  /  968-1 51 5 
Fax  61 6/ 968-4623 


August  25,  1993 


The  Honorable  Senator  Carl  Levin 

Ranking  Minority  Member 

U.S.  Senate 

Senate  Sub-Committee  on  Government 

Oversight  of  Government  Management 

Washington.  DC  20510 

Dear  Senator  Levin: 

Cereal  City  Development  Corporation  (CCDQ  is  the  City  of  Battle  Creek's  designated  development  agent  for 
downtown  Battle  Creek.  Further,  we  feel  hearings  held  on  the  problems  of  federal  real  property  management  were 
very  important.  We  believe  it  is  important  to  retain  Federal  office  workers  in  center  cities  and  to  ensure  the  Federal 
government's  needs  for  cost  effective  facility  development  are  met.  In  general,  GAS  has  been  supportive  of 
Executive  Order  12702  which  has  directed  GSA  to  consider  center  city  locations  as  prime  sources  for  office  space 
location. 

We  understand  that  the  focus  of  the  hearings  on  July  27  were  on  the  question  of  why  GSA  was  building  new  office 
space  in  light  of  vast  amount  of  existing  unused  office  space  in  most  cities.  However,  we  also  had  hoped  that  at 
this  hearing  and  subsequent  deliberations,  consideration  would  be  given  to  the  broader  interests  of  community 
development. 

We  urge  your  committee  to  recognize  that  federal  office  location  decisions  are  more  than  opportunities  to  consider 
physically  sound  real  estate  transactions.  It  is  also  important  to  consider  community  development  and  economic 
development  impacts  for  cities  and  regions.  It  is  our  belief  that  there  is  long-range  value  to  having  federal  offices 
and  federal  office  workers  in  center  cities.  The  GSA  and  federal  agencies  need  to  know  that  there  are  many  reasons 
for  federal  offices  to  continue  to  be  located  in  center  cities. 

Thank  you  for  this  opportunity  to  offer  input. 


Howell, 
xecutive  Director 


/bar 

CC:        Ranee  Leaders,  Battle  Creek  City  Manager 

James  Hettinger,  President  Battle  Creek  Unlimited 
Hugh  M.  Wright.  President  Cereal  Cily  Dev.  Corp. 


A  Wholly-Owned  Subsidiary  of  Battle  Creek  Unlimited.  Inc 
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MEMORANDUM    FOR: 


FROM: 


Associate   Directors 
Administrators 
Inspector  Gene 
General   Counse 
Office   Directors 

Wallace  E.    Stickney     A 
Director 
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SUBJECT:         Preliminary  Planning  Requirements  for  FEMA  Si 
at  Southeast  Federal  Center 

4/ 
For  several  months,  I  have  been  considering  options  for  meeting 
FEMA's  long-range  space  requirements.   After  reviewing  various 
options,  relocation  to  the  Southeast  Federal  Center  (SEFC)  was 
determined  to  be  the  best  option.   The  SEFC  is  located  on  the 
Anacostia  River,  one  mile  from  tne  Capitol.   It  is  bounded  by 
M  Street,  SE,  on  the  north;  First  Street,  SE,  on  the  west;  the 
Washington  Navy  Yard  on  the  east;  and  the  Anacostia  River  on  the 
south.   In  making  this  determination,  consideration  was  given  to 
the  SEFC's  proximity  to  a  Metro  station,  availability  of  employee 
parking,  and  the  desirability  of  occupying  a  building  constructed 
to  FEMA's  specifications.   FEMA  occupancy  at  the  SEFC  is 
scheduled  for  FY  1SS3. 

I  recently  notified  the  Administrator,  General  Services 
Administration,  of  the  decision  to  move  the  Agency  to  the  SEFC. 
GSA  has  already  initiated  a  Prospectus  Development  Study  (?DS) 
which  will  require  close  coordination  among  GSA,  FEMA,  and 
architectural  and  engineering  (A&E)  personnel.   The  immediate 
task  is  to  develop  a  housing  plan,  including  the  Agency's 
special,  above  standard  building  requirements;  e.g., 
telecommunications,  security,  EICC,  etc. 

On  Monday,  August  17,  1SS2,  "A&E  representatives  will  begin 
interviewing  FEMA  officials  to  gather  the  required  dara.   The 
Office  of  Operations  Support  (OS)  is  the  FEMA  contact  point  for 
the  study  and  will  schedule  interviews  with  FEMA  officials.   GSA 
is  under  an  extremely  tight  deadline  to  ccmplare  the  FDS  in  order 
to  submit  funding  requirements  to  0M3  in  January  1993. 
Consequently,  the  A&E  interviews  with  FEMA  personnel  will  be 
scheduled  on  very  short  notice.   I  ask  your  cooperation  with  CS 
staff  in  meeting  the  schedules  and  requests  for  data. 

If  you  have  any  questions,  please  contact  Gail  Kercheval, 
Director,  Office  of  Operations  Support,  extension  2544. 
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